VOLUME XXII NO. 2 WINTER, 1958-59 
OFFICIAL PUBLICATION OF THE 
ILLINOIS SOCIETY OF CERTIFIED 
PUBLIC ACCOUNTANTS 

PUBLISHED QUARTERLY 


aa 
NEW RULING... Old Age 
Pension (F.I.C.A.) Deductions 


from Wages of Employees 
“ b k f CHANGED TO 212% Effective 


on and after January 1, 1959 


COMBINATION 
TAX TABLES 


for WEEKLY PAYROLLS 


EXEMPTIONS 
HUMBER OF s 
4a ie 2 4 


NG 
aS ee inition 6 
Serre 
GES. 


% 8 
FGA. TL 272% 


$0 
$ .50 
$ 2.80 
10 
son ee 0 
ie aaa (| Ge a7 ai 
w gra 627 a 5.50 ; 
67.80» 6299 —_) 40.10 7.80 é 
ana 19 — 170 ) 42.49 : 990 
Tao «(O80 wt 5.50 3.20 
te eae 12 0 7.80 
: 13 {42.40 10.1 


.20 
40.50 ce 


40.50 Ue 


40.80 8.50 


5 
10.80 a50) 


41.20 


41.20 


SPECIFICATIONS 
SK SPECIAL BOO ¢ BOOK SIZE 9'4"%x5'2" ¢ ATTRACTIVELY 
: K OF 
WITHHOLDING TAX BOUND « BOOK LIES FLAT WHEN OPEN e PRINTED 
TABLES FOR ALL PAY- ON DURABLE CARDBOARD STOCK « TAXES 
ROLL PERIODS 


SHOWN IN CONTRASTING COLORS _ 

per 2.50 book 

3. 5 \e} ae F.0.8. Plant, Phil 
order yours today! 


NOTE: Customers in states of e 


1907 CHESTNUT STREET PHILA 3, PA. 


New York, New Jersey, Mary- 
land, and city of Philadelphia 


will receive books with state or 
city tax tables included—in con 
trasting color 


LABOR SAVING ACCOUNTING FORMS 


Let : 
WALTON train you 


for a Successful Career in Accountancy 


NOW —not at some uncertain future date—is the time to start 
working toward your C.P.A. certificate. Take the essential first step. 
Investigate Walton courses, methods, and results. Thousands of men 
and women who hold high executive positions paying excellent salaries 
credit their success to the thoroughness, practicality, and professional 
quality of Walton Home-Study instruction. 


WALTON’S CHALLENGING RECORD 
Over 3,000 C.P.A.'s are Walton Trained 


53 Winners of Honor Medals in C.P.A. Examinations are 
Walton Trained 


Walton courses are especially designed for home-study instruction 
and are classroom-tested for clarity and presentation. You get the 
benefit of Walton’s 49 years of experience in preparing students for 
successful careers in accountaney—public, private, governmental. 
These courses have the unqualified endorsement of leading accountants. 
Start now to learn Accounting, the language of modern business. 


Call at the School, write, or telephone Mr. Randall 
at FRanklin 2-4576 for further information about 
Walton courses, methods and results. Ask about 
Walton’s comprehensive course in American Busi- 
ness Law. 


+ * * * * 


Walton also offers complete Resident Day and Evening 
Courses in Accounting and Business Administration and 
C.P.A, Review. Approved for Veterans and Civilians. 
Regular classes begin in February and September. 

Evening classes in C.P.A. Review and Beginning Account- 


ing also open in April. 


Early registration is advisable. 


WALTON SCHOOL OF COMMERCE 


A Professional School of Accountancy (Founded 1910) 
111 NO. WABASH AVENUE @ CHICAGO 2, ILLINOIS 


() 
LET FACE DO THE JOB 
FOR YOU! 


Translucent Master Paper for Bruning, Ozalid and other direct print copy machines. 


OUR 1958.59 


Catalo Ue 
every duplicat; gue cont 


ains 
Ng need. All acer 


plete select 
on our new I tion 


of forms for 
ou 
ransface Translucent Master fae 


SEND FOR YOUR FREE CATALOGUE TODAY. 


FAC [= PROCESS COMPANY 


170 VARICK STREET, NEW YORK 13, N. Y. 


Distributed by P & H SALES CORPORATION 
9650 N. Western Ave. e Chicago 45, Illinois e EDgewater 4-2200 


THE ILLINOIS 


EDITOR: Nelson D. Wakefield 


ays ASSISTANT EDITORS: Guy B. Finlay, Mandel Gomberg 
VOLUME XXI LeRoy Kist, R. K. Mautz, M. J. Sporrer 


NUMBER 2 BUSINESS MANAGER: Jeannette M. Cochrane 


TABLE OF CONTENTS 


Presi (LON Legals ie Cee arrestee oe cen caer cae gcoae se ae nea caeedeet a cue ateeat ten mat nceeataee acters i 


Mla, (Cle YN pip ey CCalieaern cial LSETS) (Cra ATE AT 9 755: cesnecdonescacsenbascespocoucenSes0cG00 3 


By Colin Park 


What the CPA Should Be Doing in Management Consulting Work.. 9 


By Roger Wellington 


PrOCUCUHIONMANGs IenvenvOry, Comer lesen ated steeds nescence 20 
By Vance A. Wadhams 
Pein (Pree dlieties some IMlayrameMMae PIONS ooccqcsceeconsacosboccaconeabnnsoaoasocbanacs6e6e 28 


By Bertrand J. Belda 


IChUIne sme PAG UMemNT hit GOL emleML CLM te-cece.te-aceareaccsoncess ss ccecoesesserecs 36 


| Tax Comments—Determination of Accumulated Harnings 
| ANC) LPO scone saee9a696030030Go00300603 0 ac no CEE POAUBSE Par onoaD OS aon co ocasKeA3denn paRDSHOLEG 37 


Conducted by the Committee on Taxation of the 
Illinois Society of Certified Public Accountants 


MhemWuocal eracihiionen amd) Onredit, (GAMO Sie.c.crec-secseeesac-ssoe-screneesnetes 46 


3y the Committee on Local Practitioners of the 
Illinois Society of Certified Public Accountants 


Audits of Hmployees’? Credit UniOns................ccesesnrcecenreserceessecsrsoeseees 51 


By Peter H. Burgher 


ee ee ee 

The opinions expressed by the authors of articles appearing in this maga- 
zine are their own, and frequently are intended to stimulate further discussion 
on the subject. Publication of any material does not necessarily mean that the 
Society, its Board of Directors, or editors approve or agree with the opinions 
expressed by the authors. 
or articles. 


Readers are invited to submit their own comments 


ubseriptions and communications of any kind should be addressed to the office of the 
Society at 208 South LaSalle Street, Chicago 4; telephone ANdover 3-3518. 


ubseription price to nonmembers, $1.50 a year; single copies, 40 cents. 
pecial rate for students, $1.00 a year. 
iii 


PRESTIGE AND STABILITY... 
A checking account at 
The Northern ‘Trust 


A Northern Trust checking account 
is a prestige banking connection in 
keeping with the professional status 
of certified public accountants. The 
Bank’s reputation for strength and 
stability —essential to members of 
the public accounting profession— 
has been unsurpassed for more than 
four generations. 


You will find that the banking 
officer in personal charge of your 
account is always available for con- 
sultation and discussion. Should 
you require any of the Bank’s other 
services—investment advice, estate 
management, bond, savings or safe 
deposit—he will quickly arrange 
matters for your convenience. 

For personal service and sound 
financial assistance, plan to visit 
our Personal Checking Department 
on the second floor soon. Or, if you 
prefer, write or phone Mr. G. B. 
Milnor, Second Vice President, for 
useful information about the spe- 
cialized services available to you at 
The Northern Trust. 


fic 
NORTHERN 


Northwest Corner LaSalle and Monroe Streets 
Chicago, Illinois ¢ Financial 6-5500 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION BA Ri K 


DIRECTS the user instantly to the applicable provisions 
of the law and the interpretations and constructions 


THE ACKNOWLEDGED placed on them both administratively and judicially. 

AUTHORITY PRESENTS the quickest way of finding the law and the 

Ay Federal Ft only way of finding all the law weighed personally by 
Taxation as it — nationally recognized experts. 


GIVES the user the assurance that nothing has been 
overlooked in providing a complete and authoritative 
answer with a minimum expenditure of time and effort. 


THE STARTING POINT 
for all Income Tax 


Research IS 


MERTENS 


Published by 


CALLAGHAN & COMPANY 
One of the Nation’s Oldest Law Book Publishers 


ICPAt 
I ea Hae ot eS iets 

: 61 ro Avenue 
@ Bound in green DuPont Fabri- : Chiesoraes illinois Date__ are 1 
koid Covered LOOSE-LEAF 1 ' 
COMPRESSION BINDERS. : Please send me information on how easily | can own - 
I 
@ Imprint on backbone made of : MERTENS LAW OF FEDERAL 
Genuine 18 Carat Gold. ; INCOME TAXATION (21 Vols.) 1 
1 
@ Text set in 11 point DeVinne : pe ah. 
type and printed on Hermes Eng- ; : ; 
lish Finish Grade A Book Paper. 4 d49"e55 - Room No.________ 
: City. == Zone State —- 4" 
\ 


MAIL COUPON TODAY! Lie ee nn nn ee ee enn 


Vv 


ibe You (tit bred! =e 
Fike Sociely ; 
Group pias BP eS 0 


THERE ARE FOUR PLANS AVAILABLE— 


(1) THE GROUP DISABILITY PLAN provides a weekly income in the 
event of disability caused by Sickness or Accident. 
* A special rate reduction for those under age 35. 


(2) THE GROUP HOSPITALIZATION PLAN for members and their family 
dependents. 

* Those under age 60 may now apply for hospital benefits up to $20.00 
per day. 


(3) THE GROUP ACCIDENTAL DEATH, DISMEMBERMENT, DISAPPEAR- 
ANCE AND TOTAL DISABLEMENT PLAN. 
* For only 90c per $1,000.00 per year with amounts available up to 
$300,000.00. 


(4) THE GROUP MAJOR MEDICAL PLAN 
* In or out of Hospital benefits of up to $10,000.00 per disability with 
a choice of deductibles of either $300.00 or $500.00 


May we suggest you inquire today by writing or phoning 


PARKER, ALESHIRE & COMPANY 
Established 1901 
175 West Jackson Blvd. Chicago 4, Illinois 
Telephone WAbash 2-1011 


Administrators of Special Group Plans for 
Professional Organizations 
and 
General Insurance—Life, Fire, Automobile, all Casualty Lines. 


SOS Data Processing will help you save 
money while giving you prompt, quality 
tabulating service. Our team of systems 
engineers bring many years experience, in 
many industries, to bear on your problem. 
Our staff offers broad professional 
experience in accounting, financial, 
sos statistical, production, marketing, cost 
DATA PROCESSING control, and management problems. We 
work closely with your own staff and 
with your public accountant or 
management consultant. 
a complete IBM Call today . . . let one of our systems 
tabulating service engineers explain how this quality service 
can help you. SOS Data Processing 
22 West Monroe Street, Chicago 3, Illinois 
Financial 6-6455 


AN AFFILIATE OF STIVERS OFFICE SERVICE 


quality processing of accounting, marketing, production, research and statistica/ data 


IA PEI Specialists 
in 
Accounting 


Public Accounting, Private Industry, on All Levels 
Both Male and Female 


JACOB W. STAUFFER, Executive Director 


Accountants Exchange 
105 W. Madison St., Chicago 2 
Central 6-1790 


HUSUASNANDULAUU OED ELSASEETUTAYD ALTON CURLED UA UAE Jyovnvceuaseaeu ecu ueatenuvennenaaaedapn AGEL UHPNU ENTREES ESS 


TTP. 


=| 


Pe UTTORTLTPOITTTTEYY ST TITT TT EPP Tit OTe 


Wiring 


“The real cost of money 1s the 


AYNEOTUVNUTELUANONIUEOUELENONAEOEATODDODODOVAGDOVCUDEVEOOOVOOUATEVOEYSUOOLASEOEOLOOEEDOODER EU PODNEEOOOY EO OVED DOS OO OO CRA OTTO PU EUAN 


cost of being without tt.” 


THE IROQUOIS COMPANY 


“In business to help business’’ 


COMMERCIAL FINANCING 


= 

FOR MANUFACTURERS AND WHOLESALERS 

176 West Adams St. Chicago 3 CEntral 6-7070 / 
= 

E 


PS TTTTUTTLTEDI ECOL ECUDU LLCO LUCCUULUOLOT COTE COU DCGUAT POUT LLECUOOTLCOOUILLUMMOA EGO TLEG I LUCCOMAI COOOL LUUOOEOI MCU LMME TLE ULMCS MMC CLL LULL. CLLLG LLL LLLLLOo ULLAL CCAD LLULLLLL LLL. LLLP LLLo. Lobo cho 


OU Mh 
Vili 


PRESIDENTS PAGE 


We have heard a great deal re- 
icently about the expansion of services 
sthat CPAs are rendering to their 
clients. Much that is written and said 
jon this subject deals with manage- 
nent services; however, I would like 
to comment on the role of the certified 
jpubliic accountant in another area, 
jand one which I believe can be equally 
significant to CPA and chent alike. 
This is estate planning. In this area 
the CPA is in no way invading the 
Meld of the attorney, trust company 
or life underwriter, for the CPA’s 
jnterest and help will enable each of 
Biter to render a better service to 
their mutual chent. The estate field 


is a ‘‘plus’’ service—as are manage- 
iment services—which the CPA can 


perform with greater frequency and 
“onfidence than is now in evidence. 

Take, for example, the typical chent 
mf a great many CPAs, a small or 
medium-sized corporation, managed 
yy the principal shareholder and con- 
rolled by one or two families. In 
host such client relationships, the 


CPA has a far more intimate knowl- 
edge of the financial affairs of the 
company than any other outsider. In 
addition, he is in the most objective 
position of all to discuss the matter of 
estate plans and to urge thorough con- 
sideration. The client’s attorney may 
be hesitant to raise the subject as he 
might fear the chent would suspect 
him of self-service. The trust com- 
pany and hfe underwriter often have 
difficulty interesting the client since 
their business, the selling of trust 
services and hfe insurance, precludes 
a wholly unbiased view. We all know 
it is only prudent to plan one’s estate, 
but it is a matter easily postponed. 
Through his periodic contact, the 
CPA can keep the client’s interest in 
the subject alive and diplomatically 
work toward positive action. 

If the CPA participates in the de- 
velopment, and is kept fully informed 
of the estate plan of his client, he can 
make periodic computations reflecting 
how the plan will work out under the 
then current conditions. If the plan 
has become financially impracticable 
because of changes in the size of the 
estate or for any other reason, he can 
point out the necessity for reconsider- 
ation. No estate plan is static and 
periodic review is a necessity. Since 
the CPA is fully aware of changes in 
the condition of the business, he can 
readily interpret the effect of these 
changes upon the estates of the major 
shareholders. 


Many successful business men plan 
most carefully for the distribution of 
their estates. Yet many pay little or 
no attention to the succession of man- 
agement in the business that might 
well constitute the major portion of 
their estate. We have all seen busi- 
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nesses merged, sold, or even hqui- 
dated because of inadequacies of new 
and untrained management. The 
CPA’s close contact with the busi- 
ness permits him to observe the vari- 
ous executives in action and to coun- 
sel with his client as to the best plan 
of management succession. 

As in everything we do, we must 
have knowledge in this field if we are 
to render effective service. A wealth 
of information is available and, if the 
CPA has the interest and industry, 
he can readily become adequately in- 
formed. He need not become a highly 
specialized technician in the field. His 
objective should be to so equip him- 
self that he can, when he sees the 


need, render an additional service to 
his client; he will be gratified to find 
how much the chent will value and 
appreciate it. Some of the literature 
of our profession identifies the CPA 
as a member of the ‘‘estate planning 
team.’’ Many practitioners keep this 
constantly in mind—many others, 
however, are overlooking a unique op- 
portunity to be of special value tc 
some of their clients. 


— 


One of the reasons why research is 
so rewarding is that out of it come de- 
hehtful dividends of unexpected 
facts—unsought facts hidden under 
the surface. No exception to this is 
the survey of the public service ae- 
tivities of CPAs conducted last sum- 
mer by the Public Relations Depart- 
ment of the Institute. 

A year ago, the Institute’s Commit- 
tee on Public Relations held a meet- 
ing in which a generally favorable 
attitude was expressed toward such a 
survey. Apparently the Committee 
has agreed for some time on the pub- 
lic relations values of service activity, 
both to individual members and to the 
profession as a whole. There has been 
some evidence that a good deal of 
public service was going on, but we 
have never before had a reliable meas- 
ure of its extent. It was suggested at 
the meeting that, if a survey showed 
public service by CPAs to be fairly 
widespread, this fact in itself would 
be an encouragment to those members 
who have not participated heretofore. 
It was thought that it might also re- 
sult in a detailed list of the kinds of 
services rendered by CPAs which 
would afford an example to others of 
the sort of work in which CPAs are 
welcome and are presumably able to 
make a natural contribution. The re- 


THE CPA AS A CITIZEN 
IN HIS COMMUNITY 


By Couin Park 


sults of the survey are now tabulated, 
and we do have answers to many 
questions that previously could only 
have been guessed at. We have proof 
that a great many CPAs are active in 
puble service activities. 

We are not advocates, generally, 
since avoiding the controversial posi- 
tion often enhances the objectivity of 
our work, and we do take our work 
seriously. But perhaps we ought to 
become more accustomed to the lime- 
hght, and, in doing so, be less sensi- 
tive about how other people rate us 
professionally, taking note of the Sur- 
vey 's evidence that the public-service 
activities of CPAs are plainly not 
narrowly restricted to accountancy 
talents. Yet it is disconcerting to 
note the opinion of a number of the 
Survey respondents who felt that ae- 
countants generally did not partici- 
pate as greatly as they should in pub- 
lic-service activities. Many of these 
eritics are themselves outstanding in 
their own significant public-service 
contributions. They are leaders hold- 
ing broad responsibilities, not confin- 
ing themselves to uniquely financial 
advisement. The paradox all this sug- 
gests is that perhaps we don’t really 
know ourselves very well, for what we 
do and what we think we do seem to 
be two different things. What the 
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Survey reveals should help to 
straighten out our thinking in these 
respects, for about 80 per cent of 
our members are active in one or more 
public-service organizations. We 
think of this as relatively good 
performance. 


How tHe Facts Were GATHERED 


Considerable care and thoughtful- 
ness went into planning and conduct- 
ing the Survey. A well-qualified 
market analyst was engaged to assist 
in preparing the questionnaire, in se- 
lecting the sample, and in tabulating 
the results. The size of the random 
sample of Institute members to whom 
the questionnaire was sent lends 
weight to the findings. A sample of 
about 4,000 generally would be con- 
sidered by statisticians as adequate to 
produce meaningful results in most 
situations, but a larger number of 
questionnaires went out on the advice 
of our statistical consultant to make 
sure that the findings would be truly 
representative. As it developed, al- 
most 50 per cent of the questionnaires 
were returned as against a 25 per cent 
return rate which professional poll- 
sters consider excellent. 

In addition to the tabulated re- 
sults, our members’ feelings were 
brought into sharper focus by the 
many original comments they volun- 
teered. One particularly heart-warm- 
ing thought read as follows: 

Service to the community through ser- 
vice organizations is twofold: It is a 
method of paying for the right and privi- 
lege of living in a social group—and it is 
a method of extending the opportunity of 
rendering the service which is our voeation. 


Some Facts SELECTED FROM THE 
SURVEY 


In analyzing the Survey results, 
some editing was necessary in order 


to exclude political activity as such 
from the focal public-service area un- | 
der review. Also, it is difficult to pin-|! 
point the extent to which our, 
members on the average actually par-; 
ticipate in public-service organiza-} 
tions; but of the 7,400 organizations ; 
to which the active respondents be-} 
long, 51 per cent of these organiza-| 
tions have CPAs serving either as} 
officers or committeemen. It is in-. 
teresting also that, while not quite; 
half of those who are active are affil- | 
iated with one or two organizations, | 
more than half were in three or more f 
organizations and fully 7 per cent are; 
active in six or more organizations. | 

Judging from the results of the 
Survey, CPAs in public practice seem , 
to be shgehtly more active that those 
in private industry. Members in med-} 
ium-sized firms are a little more active} 
than those in large firms or those in 
individual practice. 

Age appears to affect the degree of | 
participation as might be expected. } 
The lowest degree of participation | 
was reported by men in their twenties. | 
Saddled with the problems of starting! 
a career and family, the younger} 
CPA is often hard put to it to give} 
very much of his searce time for pub- 
lic service. The men in the 30-45 year| 
group are the greatest givers of time, | 
but the shghtly smaller contribution 
of time by CPAs over 45 is well comp- 
lemented by the larger responsibilities 
they assume. As a matter of fact, the 
senior age group is more active in 
charitable and civie organizations) 
while the middle group is more active 
in church, educational and youth or- 
ganizations—just what a family man 
might be expected to support. The 
members in the youngest age group 
participate in fraternal organizations 
to a greater extent than their older 


colleagues. And it is interesting to 
note that of all the service areas— 
‘ehurch, charitable, civic, educational, 
youth, fraternal, and business—our 
‘least contribution as a group is in 
educational and youth activities. Per- 
‘haps this situation can be improved 
simultaneously with gathering mo- 
mentum in achieving the objectives 
‘of the Commission on Standards of 
‘Education and Experience for Certi- 
fied Public Accountants. It also sug- 
gests a fertile field of opportunity for 
helping taxpayers understand public 
schooling costs. This is one of the ob- 
jectives of the Institute’s new Com- 
mittee on Public School Accounting, 
which we hope will soon have reecom- 
mendations indicating how the state 
societies and members may contribute 
in this area. 

As indicated earlier in this discus- 
sion, our members differ widely in 
their notions of the accountant’s 
status in various public-service or- 
ganizations. Significantly, one out of 
every four CPAs active in public-ser- 
vice renders no accounting service of 
any kind to the organizations with 
which he is connected. Furthermore, 
only 14 per cent of those respondents 
doing accounting work performed a 
bookkeeping service. However, three 
CPAs out of five active in service 
work serve as treasurer of at least one 
service organization. ‘‘The CPA will 
usually find himself doing the job for 
which he is most qualified—treas- 
urer,’’ said one respondent to the 
Survey. We should not lament serv- 
ing in this capacity with the attend- 
ant thought that inflexibly this is the 
job to which CPAs inevitably are as- 
signed. It is something we should do 
well and thus is work which permits 
us to serve well. Such good perform- 
ance is pleasurable, and it reflects 
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with credit upon our profession and 
ourselves. 

Audits account for fully one-half 
of the accountancy services that 
CPAs give, and churches and charities 
seem to be the principal recipients. 
Although less than one-half of the 
audits command a fee, often the fees 
are greatly reduced, the overall pic- 
ture being considerably less progress- 
ive and straightforward than that 
suggested by Executive Director John 
L. Carey in an editorial letter of No- 
vember, 1956. In that letter, Mr. 
Carey discussed the relative merits 
of charging no fee at all vs. billing 
costs only or charging regular rates 
and then making a eash contribution 
of the approximate excess over costs. 
The size of the engagement and _ in- 
dividual temperament enter into the 
picture, of course. Mr. Carey sug- 
gests, ‘‘that the least charitable pro- 
cedure is to bill costs only. The prac- 
titioner gets neither the credit for 
doing the work for nothing, nor the 
eredit for contributing the amount 
which normally would be partnership 
income.’’ He points out that ‘‘anony- 
mous charity is the most admirable. 
But this doesn’t mean that the com- 
munity should be encouraged to un- 
dervalue professional work by habitu- 
ally receiving free service without 
ever realizing what it would cost if it 
weren’t given as a_contribution.’’ 
One member responding to this sur- 
vey suggested an interesting tech- 
nique. When the firm renders a 
report following no-charge service- 
organization professional work, the 
covering letter includes a statement 
to the effect that the report was *‘pre- 
pared as a public service.”’ 

But let’s look at a few more facts 
about fees as revealed by the Survey. 
Apparently charges are submitted for 


only about one-third of the accounting 
work of all types our members do for 
public-service organizations. There is 
a ereat reluctance to bill churches for 
this work—as might be expected. On 
the other hand, businessmen’s clubs 
typically ‘‘expect’’ free service, while 
fraternal societies (no doubt operat- 
ing on a higher budget) generally pay 
for professional services they receive. 
Charitable organizations pay for a 
larger portion of accounting services 
received than any other group. But 
virtually none of the organizations 
we are discussing pay CPAs for bud- 
get and finance advisory service, 
strictly speaking. 

Finally, many of the responding 
members were concerned about the 
lack of publicity CPAs as a group re- 
ceive for these activities in the com- 
munity interest. This indicates that 
we can do more, in a dignified, modest 
way, to publicize our contributions to 
community welfare. State society 
pubhe relations committees are con- 
stantly trying to obtain legitimate 
recognition for our group’s public 
service activity, and their efforts are 
increasingly effective. But the prob- 
lem of what publicity measures are 
correct runs deeper. Perhaps the 
function of thoughtful planning in 
effective group public relations needs 
to be re-examined. If our state so- 
cieties were to do more to detect and 
satisfy needs for public service contri- 
butions—thus providing the needed 
haison between CPAs and those whom 
they might best serve—our contribu- 
tions as a group could encompass 
larger projects and be conducted on 
a scale adequate to take care of those 
projects properly. Publicity subse- 
quently given would be, appropri- 
ately, the responsibility of the state 
societies of certified public account- 
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ants and the American Institute. For | 
public service work directly nego- 
tiated and on a smaller scale, the in-! 
dividual practitioner as a rule could | 
scarcely be expected to volunteer a 
formation about it to his state society | 
or its local chapter. As indicated pre- 
viously, the diligence of state society | 
public relations committees must be) 
depended on to notice and report. 
these contributions. 

Considering the statistics as a) 
whole, until we had the Survey we | 
simply did not know what CPAs} 
were doing to meet their public-ser- } 
vice responsibilities. Without con-| 
erete information, previously it has | 
been tempting to Jump to conclusions. | 
But the broad response to the Survey , 
provides answers to many of our! 
questions, and it 1s hoped that what} 
has been touched on here will induce } 
our members to examine the details 
which the Institute will make avail- 
able soon to the state societies. 

In summary, it is interesting to try 
to draw a profile of the ‘‘typical”’ 
CPA participating in public service 
activities : 

He is in his 30s or 40s. 

Tle can be found anywhere; in cities and 

in large and small towns. 


He is likely to be a member of a medium- 
sized firm, 


When he renders an accounting service to | 
a pubhe service organization, he usually 
audits the books or acts as treasurer. 

More often than not, he receives no fee | 
for the audit or other accounting ser- | 
vices he performs. 

He belongs to a church, and gives more of | 
his time to its additional demands for | 
his public service efforts than to any 
other organization. 


PuBuic SERVICE AND 
PROFESSIONAL LIFE 


Among the principal characteris- 
tics of a profession is acceptance of 


)social responsibility which is ‘‘inher- 
jent im an occupation endowed with 
| public interest.”’ It seems apparent 
pibat our members overwhelmingly ac- 
cept this principle and are eager to 
ymeet the larger challenges it implies 
I for the future. Actually, these re- 
\sponsibilities are being given increas- 


yand understanding of our work grow. 
/Full stature can be achieved only if 
)the exercise of mature judgment is 
yrecognized as a major factor in our 
»professional growth. It is a measure 
of our progress in this direction that 
so many CPAs are asked to assume 
‘leading positions in conducting com- 
Jmunity activities in public service. 
‘Taking some examples at the town or 
city level, we can cite: chairman of 
‘hospital board of directors, president 
‘of community chest, member of uni- 
iversity board of trustees, president of 
‘home for children, member of town 
planning board, member of executive 
icommittee of Council of World 
} Affairs, chairman of board of public 
‘welfare. These are but a few ex- 
jJamples; there are many others that 
ithe Survey revealed. 

' Another side of this subjeet—apart 
‘from social responsibility itself—is 
ithe reward of pride and personal sat- 
lisfaction coming from social service. 
\There is recompense in the satisfac- 
‘tion one can get from public service 
vactivity, and an important facet of 


‘velop for his profession, his organiza- 
tion, and himself. There are, also, 
itwo more reasons why CPAs must 
fulfill the demands made upon their 
‘time for public service: 


| 

In common with other professional peo- 
ple, when we are associated in public-ser- 
vice activities, trust in the integrity of 
these organizations is stimulated because 
of public knowledge of necessary honesty 
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and dignity in professional character. Per- 

haps this publie reaction is most clearly 

relatable to our profession when a CPA 
acts as treasurer for a public service or- 
ganization. 

People will support public-service activi- 
ties that are well organized. Our demon- 
strated competence in planning organiza- 
tion thus adds to the attractiveness to po- 
tential givers of public-service organiza- 
tions in which we take part. 

How much time one ought to give 
is a difficult question to answer. But 
a prominent businessman who is out- 
standing in his community for his 
public-service work suggested to me 
this rule of thumb: substantially one- 
quarter of your time—this being a 
maximum criterion toward which one 
might work during the years from 
initial establishment in business to 
the time when senior executive re- 
sponsibility is reached. Perhaps some 
would consider unrealistic such a 
large allocation of time, that is, the 
high side of the zero-25 per cent 
range. Others might not. We can 
only say that, by inference, the Sur- 
vey indicates that considerable time 
is Spent by many members. The Sur- 
vey did not ask for personal estimates 
of time spent in service organization 
work. This was a wise decision. The 
results could scarcely be dependable 
since it is probable that very few 
people keep accurate records of time 
spent on other than work activities. 
Moreover, when plans for the Survey 
were being made, it was noted that 
no comparable statistics for other pro- 
fessions were readily available. 


SUMMARY 

In broad perspective, public service 
activity not only fulfils certain family 
and community needs in which we are 
enmeshed as thoughtful citizens, it 
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also contributes to the stature of our 
profession as a whole. Clear, de- 
fensible motives are prerequisite to 
our entering into community activ- 
ities. Individually, all of us can 
benefit—though cause and effect may 
be difficult to discern—for our in- 
dividual growth depends mightily 
upon our collective growth as a pro- 
fession. Although the benchmarks of 
accomplishment are obscure, the prac- 
tical approaches are no mystery. And 
while we are at it, we can learn a 
httle about how that often-honored 
intangible, ‘‘the public interest,’’ 


affects our actions as professional men., 

For those who do not at presenti 
share in the pleasures and rewards of} 
participation in public service activi-} 
ties, the encouraging results of the 
survey which have been reported | 
should be an enticement. Because our} 
participation already is good, a fur-) 
ther increase could result in a hisher} 
level of performance bringing rela-- 
tively greater public relations divi- 
dends to our profession. This ve 
should try to do—quietly, modestly, 
and by design. 


| 
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In order to place in better perspec- 
ytive the activities that we CPAs now 
yare calling management services, I 
should like to review briefly the his- 
tory of the development of these 
services. 

} Management service activities by 
ICPAs seem to me to consist of two 
fquite different kinds. On the one hand 
are the informal, practical services, 
advice and assistance that almost 
every individual practitioner renders 
for his clients as a matter of course. 
These may involve almost any kind 
of management problem. On the other 
hand are the relatively formal, more 
yspecialized and larger scale manage- 
Sment service assignments rendered 
iby medium and larger size firms of 
iCPAs. There is no sharp dividing line 
between these two varieties of man- 
jagement service, but there are real 
idifferences. I think it is important in 
jour discussion here that we all keep in 
mind these differences, since these dif- 
iferences can lead to much confusion 
iin trying to understand each other. 

| Questionnaires have been used by 


Company, 


What the CPA Should 
Be Doing in Management 


Consulting Work 


By Roger WELLINGTON 


the AICPA and also the Texas Society 
of CPAs to survey the extent of CPA 
participation in management services. 
The replies received are confusing, 
because there has been no way to mea- 
sure the depth or intensity of service 
or even to define the services simply. 

I could restrict my review of the 
history of management services to 
what has happened within the profes- 
sion of public accounting, but if I did, 
much of the needed perspective would 
be lost. Also my comments will be 
pointed initially towards the back- 
eround of the relatively formal, large 
scale type of management service. Not 
that the informal kind of service is 
less important—it isn’t and, in fact, 
is much more widespread and forms 
a much larger proportion of the total 
service of our profession than does 
the formal type. However, I think you 
all understand the nature of the in- 
formal kind of service, but some of 
you may not have had the opportu- 
nity to observe the nature and devel- 
opment of the more formal, more 
specialized services. Furthermore, I 
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think that the development of a prac- 
tice of professional referral is essen- 
tial in our profession if management 
services are to be available to clients. 
If you are a small practitioner this 
will help furnish a picture of the kinds 
of service available. 

Therefore, I shall cover first the de- 
velopment of management consulting 
—sinee that is really what formal 
management services are, even though 
we in our profession eall it by the 
latter name. 

The fields that management con- 
sulting now covers tend to reflect the 
way it has developed over the years. 
Firms which render management con- 
sulting services today have developed 
from or through four different areas 
of activity: 


1. Industrial engineering: which in 
itself is an outgrowth of ‘‘scientific 
management’’ that developed in 
the early part of this century. In- 
dustrial engineering is concerned 
principally with methods, stand- 
ards and the like, and also with 
theories of organization. 

2. Marketing: which has developed 
from advertising and related prob- 
lems and from the need for inde- 
pendent organizations to conduct 


large scale surveys of customers 
and markets. 


3. Consulting engineering: which has 
been concerned with the design of 
factories, layout of plants, design 
of machines, ete., all with a view to 
increasing efficiency, 

4. Finance and accounting: which 
has been concerned with measur- 


ing and reporting on the financial 
results of operations. 


The consultants who developed in 
this last area, finance and accounting, 
include a number of accountants. As 


Clinton W. Bennett has pointed out, 
it is interesting to note that, in the} 
early days of our profession in this) 
country, those who practiced account- | 
ancy seemed to have had a much | 
broader view of the scope of their | 
practice than has been the case within | 
the profession in recent years. In 
those days professional accounting} 
practice commonly included much in | 
the way of work connected with pro- 
duction management, costing, systems 
and other assistance to clients of an 
operating more than a financial re-; 
porting nature. However, stimulated | 
by the advent of the federal income} 
tax and wider public ownership of} 
companies, the demands for the sery- 
ices of certified public accountants 4 
the specialized fields of auditing and} 
tax practice increased at a greater} 
rate than did the number of account-} 
ants available. As a result, it appears} 
that most professional accountants} 
concentrated on services in the ac- 
counting, auditing and tax fields, and 
left the broader aspects of their prae- 
tice, namely the management services, 
to be done by others. The demand for 
management services did not diminish. 
It was just that CPAs made little ef- 
fort to fill the demand, with the excep- 
tion of a few firms. 

To fill this demand, the profession 
of management consulting developed, 
I am using the word ‘‘profession’’ 
loosely in the sense of meaning ‘‘one' 
who holds himself out,’’ since practi- 
cally anyone can call himself a man- 
agement consultant and frequently 
‘‘anyone’’ does. 

Within the general area or function 
of management itself many special 
fields of effort have developed in re- 
cent years, in addition to the rapid 
increase of specialization in technical 
and physical matters that are covered 
by the fields of science and engineer- 


ing. Examples of these special fields 
of management are: 


1. Marketing 

2. Personnel 

3. Industrial engineering 
4. Finance 

5. Administration. 


There are numerous others that 
|anyone familiar with business can 
#name. Except for the very largest 
| companies, it is costly and frequently 
‘uneconomic for a company to have 
fully qualified personnel in every one 
of these specialties since many of 
{them do not need concentrated atten- 
tion continuously. To fill the need for 
occasional careful attention, special- 
ists among the management consult- 
ants have developed in each of these 
fields. In addition, in the field of ad- 
ministration the recent emergence of 
) professional managers has been paral- 
Jeled by the growth of consultants 
who ‘‘specialize’’ or ‘‘generalize’’ in 
the broad art of management and 
administration. 


Therefore, business today is served 
by a large number of management 
consultants in this country, a few 
large firms and many small firms and 
individuals. The small ones tend to 
be specialists in one or very few of 
the fields mentioned. The large ones 
tend to have an organization that 
covers a substantial number of spe- 
cialized fields and also offer the broad 
qualifications and viewpoint of the 
}professional manager. 

In addition to those who hold them- 
selves out as management consultants, 
‘there are a number of other types of 
[business advisers who help business 
Ifill its need for consulting services. 
j Among these are manufacturers and 
isuppliers of specialized equipment 
Jand materials, such as, for example, 
the business machinery and_ office 
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equipment companies. Educators who 
are teaching in the business field often 
offer their services on a part-time 
basis. Advertising firms in recent 
years have attempted to give a much 
better rounded service than the mere 
development and preparation of copy 
and selection of media. In connection 
with pensions, financing and many 
other matters, banks offer consulting 
services which are aimed at bringing 
in additional loans and deposits. In- 
dividual lawyers and legal firms often 
advise their business clients on many 
matters not connected with the law. 
In addition to all these, of course, are 
we CPAs. 

The different kinds of management 
consulting work range all the way 
from offering actually to manage a 
business for a client at one extreme to 
offering only specialized technical ad- 
vice at the other. The field is nebulous, 
but on the other hand, at least in 
this country, it definitely does have 
public recognition. It encompasses 
highly specialized service such as ad- 
vice about the operation of a fleet of 
motor transport equipment (there are 
some firms who do nothing but this 
sort of thing’) as well as consultation 
and advice covering broad general 
areas of business organization and 
principles of management. 

This, then, is the present situation. 
The business community has a real 
need for competent independent out- 
side advice and assistance. Small busi- 
nesses especially tend to be deficient 
in sound management and many are 
in serious need of help. There are a 
number of groups offering and ren- 
dering services to fill various portions 
of this need. In many eases these 
groups overlap in the services offered, 
and the quality, specialization and ex- 
tent of service rendered vary widely. 
CP As are filling a substantial part of 
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business needs for consulting services 
but not nearly as large or impor- 
tant a part as they might. 

Having reviewed the development 
of management services, the competi- 
tion and the potential market, I 
should like to explain why I think the 
CPA can be peculiarly well qualified 
to render constructive management 
consulting services to his chents, and, 
conversely, outline some of the prob- 
lems and limitations affecting both 
the CPA and his client which will 
limit the extent to which he can per- 
form this sort of work. 

The experienced CPA should be 
qualified to fill the need of clients for 
management service and assistance 
because : 

1. He has breadth of knowledge and 
experience. 

2. He is independent. 

3. He is familiar with office opera- 
tions. 


These qualifications I have men- 
tioned so far are not peculiar to the 
CPA. Many reputable management 
consultants who are not accountants 
ean qualify equally well in some or 
all of these respects, and in addition 
have knowledge and skill in special 
fields outside of those to which the 
CPA would ordinarily aspire—such 
fields as market research or plant lay- 
out. However, for this kind of work 
the CPA possesses several important 
characteristics not found commonly 
among individual consultants outside 
the profession. 

1. He already knows the business and 
organization of his clients. 

2. He knows accounting and taxes. 

3. He is a member of a profession 
with recognized standards. 


Considering these characteristics I 
have mentioned which should qualify 
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the experienced CPA to perform suc- | 
cessfully additional services for the | 
managements of his clients, there | 
must be sound reasons why CPAs are} 
not more active in this work than} 
they are. There are such limitations, , 
and I should like to discuss some of | 
them briefly. 


i: 
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I believe all too few businessmen, | 
when faced with a management. 
problem in which they think out- - 
side professional assistance might} 
be of value, think of their certified | 
public accountant. I don’t mean to} 
say that public accountants, par-} 
ticularly individual practitioners 
or smaller firms, are not being of! 
constructive help to their clients. , 
Most of them are, but they may; 
not be getting adequate recognition | 
from their clients and others for} 
the constructive work done or sug-} 
gestions made. I don’t see how the} 
puble can be expected to identify} 
the CPA with this kind of work} 
unless the CPA himself takes a 
point of view which sees manage- 
ment services as a logical, useful} 
and distinct part of his profes-} 
sional activities. 


. To perform management service} 


work with any marked degree of} 
success requires much ability and} 
experience. Unless the certified] 
public accountant who is now de-} 
voting his time to auditing and| 
tax work consciously makes an ef- 
fort to develop either himself or! 
his firm in this field, he has little 
hope of becoming qualified or build- 
ing up his practice in this area. 


. Even in their own field of account- 


ing, there is a common tendency 
among practicing CPAs to ignore 
or overlook the important potential 
usefulness to management of ac- 
counting for internal control of op- 
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erations as contrasted with exter- 
nal reporting of financial results. 
The growing importance of this as- 
pect of accounting is evidenced by 
the rapid growth in private busi- 
ness of the concept of the con- 
troller and his functions. Many 
CPAs know cost accounting, but, 
judging by the material covered in 
the publications of his professional 
societies, the CPA has fallen be- 
hind other groups in his attention 
to this field. 

. To serve the management of his 
clients successfully, the practi- 
tioner must have a more thorough 
knowledge of his client and a better 
understanding of the operation of 
the business than is usually needed 
for purposes of audit or taxes. 

. In this kind of work the ability to 
evaluate, deal with, and persuade 
people, and to understand how they 
work or don’t work together, is 
very important in appreciating how 
a business operation is or can be 
controlled. 

. For the accountant to participate 
actively and directly in manage- 
ment decisions, as he could be led 
to do in this sort of work, would 
raise serious doubts concerning his 
independence when it came to au- 
diting and giving his opinion as 
to financial statements for the same 
client. There are some who say that 
he cannot be both independent and 
perform management services for 
the client at the same time, but I 
do not agree. He does face this 
kind of problem continually in his 
present tax work, and also when he 
gives his clients advice on how they 
should handle particular account- 
ing problems. The important thing 
is that he must not put himself in 
a position where he has any selfish 
interest in or cannot maintain an 


objective attitude toward the finan- 
cial statements of his clients. 

7. A serious limitation to the expan- 
sion of management services with- 
in our profession exists because of 
lack of professional referral in this 
kind of work. As the profession 
extends its activities into the field 
of management services, individ- 
uals and firms will, of necessity, 
have to specialize to a much greater 
degree. Unlike the professions of 
medicine and law, we as a group 
have to date shown a marked re- 
luctanee to refer the problems of 
our clients to specialists within our 
own profession who may be much 
better qualified than ourselves to 
deal with the particular problem. 
While the reasons for this attitude 
are understandable, I think that it 
is shortsighted, and in the long run 
will hamper the development of 
which our profession potentially is 
capable. 


If the members of the profession 
in general are to continue to refuse to 
refer to others in the profession for 
specialized services to their chents, it 
seems to me that the net result will be 
one or more of three effects: 


A. Clients who are in need of serv- 
ices that could be rendered ef- 
ectively by someone within our 
profession will be forced to go 
outside for the needed assist- 
ance; to turn, for example, to 
management consultants. While 
there are management consult- 
ing firms doing excellent work 
in a number of different fields, 
there are firms within our pro- 
fession that are equally well 
and, in some cases, better qual- 
ified in many of these fields. 

B. Because of the refusal of a cer- 
tified public accountant to bring 
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in outside assistance in those 
areas where he is not fully 
qualified, the client will be shut 
off from needed services and as- 
sistance which might be avail- 
able to him from within our 
profession. 


G. The certified public accountant 
may make the mistake of at- 
tempting to render the service 
needed and obtain substantial 
fees therefor, even though he 
is not sufficiently qualified by 
training or experience. 


As I have pointed out many times 
before, there are a number of differ- 
ent approaches to management serv- 
ices. This fact has generated much of 
the uncertainty about management 
services which obviously exists within 
the profession. Each individual tends 
to think of it in terms of the approach 
he has in mind. The small local prac- 
titioner thinks of it in terms of the 
many ways he is looked to by clents 
for assistance, including all sorts of 
business and management advice. The 
large firm tends to regard it as a 
separate and distinct kind of service, 
specialized in nature and probably 
handled by a separate group within 
the organization. 

I would group the approaches to 
management services by accounting 
practitioners into three basic cate- 
gories : 

1. From an accounting point of view 
or as an extension of accounting— 
in other words, management serv- 
ices are considered in the light of 
their relationship to accounting. 


From the point of view of the gen- 
eral management problems of a 
company—in other words, consult- 
ing with management on its prob- 
lems from a rather broad point of 
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view based on extensive general 
experience. 

3. From the point of view of specific 
special techniques or types of ser- 
vice which commonly are rendered 
by independent consultants. 


Of all the possible areas in which 
the managements of many businesses 
—hboth large and small—need assist- 
ance, it seems to me that the most 
logical area for service or assistance 
by professional accountants is that 
of assisting in problems of managerial 
control, This area of service is suita- 
ble, logical, and feasible because: 


1. A gradual development outward 
from accounting into other areas 
of management is the line of 
least resistance for most CPAs 
who desire to develop management 
services. 

. We learn about the control of fi- 
nances in our basic training and 
normal work and this is one of the 
important aspects of business op- 
erations which management must 
control carefully. 

3. The basic purpose of accounting, 
namely, the reporting of what has 
actually happened, is also one of 
the basic elements of control. 

4. Within most well managed com- 
panies, the accounting that is 
carried on is performed much more 
for purposes of control than it is 
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for purposes of financial reports 


to outsiders. 


Logical first steps for a CPA getting 
into management services would be 
to develop work in budgeting and in 
cost acounting. This managerial ac- 
counting approach has the advantage 
that no sudden jump into a com- 
pletely new field is required. 


However, it is most important to} 
realize that work in such fields as} 
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budgeting and cost accounting, even 
though related to financial accounting, 
requires real knowledge of business 
management to be sound and effective. 
Furthermore, it is almost inevitable 
that if one gets very deeply into such 
areas he will find himself getting 
into other fields not related to ac- 
counting—such as work measurement, 
for example. This approach to man- 
agement services has wide applicabil- 
ity to our profession, but to be carried 
out competently it must be coupled 
with a thorough understanding of the 
operations of the particular client and 
of its management. 

As I indicated earlier in my review 
of the history of management services, 
apparently our profession of public 
accounting has for many years in 
large part ignored the control func- 
tion of accounting. In this respect, I 
think we have failed to give our cli- 
ents all the service they have needed 
that we might have performed sucess- 
fully for them. However, I hope that 
the current interest in management 
services will lead us back into much 
more activity in the area of manage- 
‘ment controls and accounting for man- 
_ agerial purposes. 

There are a number of men in our 
profession who feel that activity in 
management services will lead us into 
|all sorts of work not related to 
accounting. They have seen such 
, techniques as time study and job eval- 
uation mentioned as possible manage- 
ment services by CPAs. They claim 
that such services are not part of ac- 
' counting, that we are not qualified as 
a profession to perform them, and 
} that such services should not be part 
| of the services of a firm of CPAs. Now 
| it seems to me that this line of reason- 
ting, while it has merit and sounds 
(logical, would lead us to the con- 
clusion that our professional work 


should be restricted to matters of 
financial reporting, and I personally 
am not prepared to accept such a con- 
clusion, There are many methods and 
techniques besides accounting needed 
for management control, and if I am 
going to advise and assist clients in 
matters of management control, I 
want to know about these other prin- 
ciples, methods and techniques. 

Now the requirements of account- 
ing for managerial purposes as con- 
trasted with those of accounting for 
reporting to outsiders are in a number 
of respects quite different. The kind 
of information management itself 
needs is much more specific and de- 
tailed, and it must be accumulated 
and reported upon much more fre- 
quently than is required for outside 
reporting. The accounting and related 
information supplied to management 
must be of direct assistance to man- 
agement in the development of poli- 
cies and in day to day control of its 
business. 

Although accounting is an impor- 
tant technique to be used in enabling 
or assisting a management to control, 
we must remember that it is only a 
part of the whole picture and has 
definite limitations. In order to paint 
briefly a picture of where accounting 
does fit into the picture of manage- 
ment control and some of the limita- 
tions in using it, I should like to dis- 
cuss briefly some of the aspects of 
management control which have a 
bearing on the place of accounting 
and its limitations. 

The art of management consists of 
repeated steps of planning, organiz- 
ing, acting and following up. Broadly 
speaking, control is making sure that 
actual results conform to planned re- 
sults. In other words, it is the follow- 
ing up to see that the plans are ac- 
complished. Although no one part of 
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this eycle can be disassociated from 
the other parts, many of the tech- 
niques with which we as CPAs are 
concerned tend to lie within this 
function of control. However, there 
is a lot more to effective control than 
just techniques. Control basically in- 
volves the measurement of actual re- 
sults against some planned idea of 
past performance or standard. This 
yardstick doesn’t need to be formal, 
calculated or exact, but it has to exist. 
For example, any small contractor, 
such as a carpenter or painter, may 
not know that he has standards, but 
he does know, when he assigns one of 
his men to perform a certain job, just 
about how long it should take that 
man and what the result of the job 
should be. To be sure he carries the 
information in his head based on his 
own past experience and judgement, 
but he does in effect have a standard. 
In fact, it is not possible to conceive 
of control without some sort of plan 
or standard. 

With only a small group of men 
under him, a manager exercises con- 
trol by direct personal observation. 
However, as his operation gets larger, 
he must select responsible individuals 
to assist him and delegate to them 
adequate authority and responsibility 
to carry out parts of the work. At 
this point the manager must start to 
exercise indirect supervision through 
his organization. When a manager 
can supervise personally and has the 
necessary experience to carry stand- 
ards in his head, he doesn’t need 
much in the way of paper work or 
faney techniques or reports. In fact, 
he can work more effectively without 
them. However, when his operation 
becomes larger and he must depend 
on an organization, he must have 
ways of knowing performance. <Ac- 
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counting is one of the important 
ways, but the accounting must be so 
designed that it clearly shows per- 
formance by individual responsibili- 
ties if it is to be useful in control. 
This is a most important and vital 
factor to consider when designing 
either a cost accounting system or 
developing a plan of budgeting for 
a chent. 

Within the area of general manage- 
ment another important function 
with which accounting is indirectly 
concerned is that of planning and the 
related forecasting that must be done. 
As CPAs we all appreciate the impor- 
tance from a financial point of view 
of adequate budgeting. However, 
planning is more than the mere pro- 
jecting of the financial results of what 
is expected to happen. Planning also 
implies active efforts on the part of 
the management to achieve results it 
desires. It constantly amazes me to 
encounter businesses, sometimes of 
substantial size, that have little or 
nothing in the way of budgets, and I 
am sure there is a fertile field here 
for additional service for all of us. 

So much for review of the back- 
eround of management services and 
some aspects of managerial control. 
The final matter I would like to cover 
briefly is the progress we are making 
at the organized professional level to- 
wards assisting the profession in de- 
velopment of management services. 

The Committee on Management 
Services of the American Institute of 
CPAs developed and has made avail- 
able to the members on request a pam- 
phlet entitled ‘‘ Management Services 
by CPAs 
this project, the committee undertook 
to attempt an expansion to give a 
fuller description of the individual 
management services that CPAs ren- 
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der. This attempt to develop more 
detailed and specific material on man- 
agement services by CPAs indicated 
clearly to the committee that further 
development of specific material on 
management services for assistance to 
the profession did not seem to be 
practical for a committee to do. It 
needed the continued attention of one 
man. Meanwhile, the interest of many 
members of the Institute in manage- 
ment services continued to develop 
and evidence increased that members 
want leadership and assistance from 
the Institute to guide them in this 
area of practice. Therefore, a year 
ago the late Marquis Eaton, then 
President, the Executive Director, 
and the Chairman of the Committee 
on Management Services by CPAs 
became convinced that the Institute 
should recognize this growing interest 
of members by taking action. The 
situation seemed to offer the Institute 
an opportunity to render a construc- 
tive service to the profession and to 
the small business community by 
undertaking a research project in the 
field of management services by CPAs 
with primary emphasis on the needs 
of local practitioners. The result was 
the drawing up of a proposal for such 

a research project in management 

services and approval of it by the 

Committee on Management Services. 

To quote from the proposal: ‘‘The 

project would be guided and defined 

by the following considerations and 
principles: 

A. Local firms of CPAs and practi- 
tioners cannot normally afford the 
time and expense to train in the 
more advanced techniques of man- 
agement or in the specialized serv- 
ices offered by many larger firms. 
However, it does appear practi- 
cable for local practitioners, who 


are willing to devote a reasonable 
amount of time to additional 
study, to acquire competence in 
several areas of service which are 
concerned with basic ingredients 
of effective management control, 
which are definitely related to ac- 
counting, and in which small busi- 
nesses are deficient. Examples of 
such areas of service are: budget- 
ing, use of accounting data for 
management purposes, cost anal- 
ySIs. 

B. There is a vast amount of litera- 
ture available on these subjects, 
so much, in fact, that no individ- 
ual engaged in general accounting 
practice could find the time to re- 
view even a small part of it. Most 
of the literature, however, is not 
written from the viewpoint of the 
practicmg CPA. Much of 1 is 
concerned with large corporation 
problems and does not seem read- 
ily apphecable to small business. 
Some of this hterature describes 
actual company situations without 
isolating underlying principles 
which might have general appl- 
eation. On the other hand, some 
of this literature is in such broad 
and general terms, without illus- 
trations or examples, that it is of 
little practical value to a CPA 
confronted with a specific prob- 
lem. 

C. Advanced techniques of manage- 
ment and highly specialized serv- 
ices cannot be taught by the mere 
issuance of bulletins by the Insti- 
tute. Neither can the Institute 
furnish ‘‘answers’’ to problems in 
management services; rather it 
should point out sources of infor- 
mation and training, principles, 
approaches and pitfalls. 

D. In the research and in material 
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developed for the members, care 

should be taken: 

1. Not to duplicate any existing 
literature or facilities ; 

2. To emphasize the danger of 
venturing beyond the scope of 
one’s competence ; 

3. To emphasize the personal fac- 
tors which must be given 
weight in advising any business 
management ; 

4. To make it clear that account- 
ing can be only a part of the 
means of management control 
and to explain how each ac- 
counting service and each kind 
of accounting information fits 
into the problem of manage- 
ment control as a whole. 


EK. The research project would con- 
cern itself with uses of account- 
ing data for management control, 
including budgeting and cost anal- 
ysis. This field in itself covers a 
substantial area and there is no 
need to extend the research into 
highly specialized fields of service 
or into fields not related to ae- 
counting. 

The broad objectives of the pro- 

posed research project are: 

1. To make available to local 
CPAs who desire it as much as 
possible of the knowledge and 
experience of others who have 
made a study of the subjects 
under consideration ; 

2. To encourage, within the pro- 
fession, a comprehensive, me- 
thodical approach to subjects 
and areas of services under 
consideration. 


Research activities under the proj- 
ect would consist of the following: 
A. Developing the program in detail. 


B. Organizing, condensing, and pre- 
senting systematically—from the 
viewpoint of the practicing CPA 
—the best thought reflected in ex- 
isting literature on the subjects 
covered, with emphasis on prin- 
ciples of general application and 
on sound approaches. 


©. From the foregoing work, devel- 
oping information, probably in 
the form of annotated bibliog- 
raphies, as to what parts of exist- 
ing literature are recommended 
for further study and for refer- 
ence in connection with specific 
problems. In addition, it should 
be possible to identify those edu- 
cational, business and professional 
organizations which regularly 
hold seminars or courses in the 
subjects being covered. 

D. Collecting and developing illus- 
trations and examples of services 
in the areas covered, drawing 
from actual experience of success- 
ful practitioners. ’’ 


At the meeting of Council at Phoe- 
nix, Arizona, last spring, this research 
project was approved and funds were 
appropriated to get it under way. 
After much searching, a suitable re- 
search assistant was engaged several 
weeks ago and has started to work. 
The Committee on Management Sery- 
ices by CPAs of the Institute has 
agreed that it will offer full coopera- 
tion to the research assistant and will 
be available for advice and counsel as 
to the program. Although the proj- 
ect 1s not an easy undertaking and I 
can foresee numerous difficulties in 
producing material that will really 
help local practitioners of the profes- 
sion in developing management serv- 
ices for their clients, I am enthusi- 
astic about it and its possibilities. 
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To sum up: Management services 
appear to be a widespread and needed 
activity of CPAs. AICPA and vari- 
ous state societies have established 
management service committees and 
at the Institute level progress is 
under way on material to assist the 
profession in developing along these 
lines. The profession as a whole, how- 
ever, has not as yet really encom- 
passed this field of service to clients. 

Probably the best and most logical 
lines for the CPA to follow in devel- 
oping management services are the 
managerial uses of accounting which 
would include budgeting, cost ac- 
counting, ete. 


As I have indicated, what the CPA 
should be doing in management con- 
sulting work is basically an individ- 
ual problem. However, there is one 
limitation on extension of our activi- 
ties into management services which 
is most important. This limitation is 
that it will be dangerous to our pro- 
fession, and to CPAs individually, if 
we undertake work which we are not 
competent to do under the existing 
circumstances. Within this limita- 
tion, each individual CPA is limited 
in his progress in management serv- 
ices only by his own and his staft’s 
abilities, desires and initiative, and by 
publie acceptance of his services. 


PRODUCTION AND 
INVENTORY CONTROL 


By Vance A. WADHAMS 


Management Advisory Services do 
not represent a new field of effort for 
the independent public accountant 
despite the impression to that effect 
which has been created by the recent 
emphasis on this activity. Recently 
there came to my attention a report 
issued by a New York firm of account- 


ants in 1908—50 years ago—contain- 
ing recommendations for improve- 


ments in organization structure and 
assignment of responsibilities, cleri- 
eal and accounting procedures, cost 
accounting, production control, and 
even more surprising, suggestions for 
improvements of material handling 
methods. 

The confidential relationship of the 
auditor with his clients provides 
many opportunities to learn the na- 
ture and extent of a company’s prob- 
lems. Working in many office depart- 
ments, making plant tours, and visits 
to branches and engaging in discus- 
sion with employees provide an obser- 
vant auditor with an insight into the 
need for improvements in organiza- 
tion and procedures. His experience 
will assist him to suggest practical 
ways of achieving these improve- 
ments. If he does not do so he is not 
making the most of his opportunities 


to provide effective service to his 
clients. 

Two of the most important objec- 
tives of a manufacturing company are 
customer satisfaction and production 
at a cost which will assure a reason- 
able profit. To achieve these objec- 
tives, delivery of product conforming 
to specifications must be made 
promptly as required, and efficient 
use must be made of labor and capital 
invested in equipment and inven- 
tories. To a considerable extent, these 
basic requirements conflict with each 
other and one of the most difficult 
problems is the planning and control 
of production to achieve a proper bal- 
ance between them. Therefore it is 
apparent that one of the most impor- 
tant problems encountered by a man- 
ufacturing company is that of the co- 
ordination of production with sales 
and inventories. How well the plan- 
ning and scheduling of production is 
carried out may mean the difference 
between successful operation of the 
company and its ultimate failure. 

Successful production control usu- 
ally begins at a high level in the or- 
ganization with top management 
making the decision as to quantities 
of product to make for a given or 
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( forecasted volume of business. Each 
j such decision has a direct effect on 
operating costs and on the amount of 
j inventory. If sales are substantially 
j greater than anticipated, finished 
§ product inventories may be depleted 
( to a point where orders cannot be 
1 filled, resulting in loss of sales and 
) profit. If sales are substantially less 
i than expected, inventories may be- 
} come excessive, resulting in high 
} carrying costs and possible obsoles- 
) cence. On the other hand, if the rate 
| of production is frequently changed 
)} to meet each minor fluctuation in 
} sales, operating costs may become ex- 
§ cessive. The problem is to maintain 
) the best balance between keeping the 
} customer satisfied and keeping the 
) costs in line. Business involves many 
calculated risks and here the caleula- 
j tion is concerned with the extent to 
/ which a company may risk possible 
customer dissatisfaction in the inter- 
ests of keeping costs low and the ex- 
* tent to which costs, such as those of 
carrying inventories or making short 
production runs, may be incurred to 
insure customer satisfaction. In cer- 
| tain types of operations there is little 
choice if orders are for small quanti- 
} ties requiring specialized manufac- 
| turing operations and few repeat 
orders. Under these circumstances 
each order may become a special pro- 
duction control problem. 

Although in a broad sense the prin- 
| ciples of effective production and in- 
/ ventory control are applicable to all 
' manufacturers, the specific methods 
) best suited to a particular company 
‘vary considerably depending upon 
| the nature of its operations. In a 
i small company the principal execu- 
| tive, from his personal knowledge of 
| sales orders, production facilities and 
inventories, may be in a position to 


make the decisions for production 
scheduling with a minimum of rec- 
ords. His daily observations of work 
in the shop and materials on hand 
may be all that is required. Contrast 
this with the problems of planning 
and timing involved in scheduling 
work for a large automobile assembly 
plant where detailed arrangements 
must be made with company-owned 
plants and outside suppliers to have 
all required parts in specific quanti- 
ties on railroad cars at various points 
along a route so that a freight train 
can be assembled and arrive at the 
assembly plant at the proper time. 
These schedules are so planned that 
no more than a three-day inventory 
of parts for assembly is on hand at 
any time. All of this requires plans, 
records and coordination far beyond 
the ability of one man. 

One of the greatest advances made 
in the development of management 
techniques for manufacturing enter- 
prises was the separation of the plan- 
ning function from the physical exe- 
eution of production. There are still 
a few plants in which orders are 
entered and then transmitted directly 
to the shop where foremen interpret 
them, requisition necessary materials, 
plan and execute the work. It is easy 
to see that even in these small plants 
it would be much more effective to 
plan production in advance, group 
like orders, arrange for needed ma- 
terials and transmit orders to the 
shop only when everything is in readi- 
ness for uninterrupted production. 

A brief discussion of several effec- 
tive production control systems will 
serve to illustrate the manner in 
which such systems function under 
different operating conditions. 

Consider first a company which is 
supplying the avionics industry, 


22 


which is in a state of constant tech- 
nological advancement. This involves 
the manufacture of control devices 
which are physically small and re- 
quire extremely close tolerances and 
precision manufacture. As the de- 
mands for missiles, rockets and air- 
eraft to go higher, faster and farther 
increase, the demands for improve- 
ment in components increase. Thus 
the company is required to produce 
in small lots with very short lead 
times and delivery schedules and fre- 
quent engineering changes during 
production. 

When a customer’s order is re- 
ceived, it is posted by a member of 
the planning group to a production 
schedule board. This group estimates 
from flow charts of this or similar 
jobs the production time required for 
the job, consulting, when necessary, 
representatives of the engineering de- 
partment. This production time is 
converted to card form on a Sched-u- 
graph board which shows the length 
of production time for each job and 
the total work load in the plant. A 
weekly summary of all jobs by type 
assures proper work loading in each 
department of the plant. 

The order is reviewed by the dis- 
patcher and work orders for each 
manufactured part and assembly are 
prepared from the parts list. Fabri- 
cation times are obtained from the 
production flow charts for the job 
and are posted to the work orders. 
The average fabrication and assem- 
bly time for a job is five weeks. After 
work orders are prepared, requisi- 
tions for purchased material are is- 
sued by the material control group to 
the purchasing department. All work 
orders are then filed by the week of 
release to each particular department. 

A summary of all jobs scheduled 
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for a two-month period is issued each 
month. The work orders are released 
weekly for the coming two-week 
period. Records of the material con- 
trol department are posted from the 
work orders for withdrawal of ma- 
terial from stock. The work orders 
are sent to the stockroom and are used 
as material requisitions. They accom- 


pany the material to the specific man- | 


ufacturing department where they 
are used by the department dis- 
patcher for issue control. A simple 
dispatch peg board is used by the 
dispatchers for visual control of ma- 
terial released to the operating de- 
partments and its progress through 
the manufacturing processes. 

The dispatcher in the department 
and the department foreman have 
authority to arrange the work as- 
signed to the department for the week 
in any desired order so long as it is 
completed by the dates assigned from 
the flow chart. This allows the dis- 
patcher and the foreman maximum 
flexibility consistent with schedule 
requirements. When production prob- 
lems arise that affect schedules, the 
foreman and department dispatcher 
are responsible for working out any 
adjustments. If a satisfactory solu- 
tion cannot be reached by them, the 
chief dispatcher is notified and cor- 
rective action is taken. 


In effect, we have here control by — 


exception. The control group plans 


| 


| 


| 
| 


| 


| 
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the work flow and schedules it by 


week through the departments. The 
department dispatcher has complete 
control over specific day-to-day ma- 
chine assignments within this frame- 
work. No reporting to the control 
group is made unless an event takes 
place which will affect the schedule. 
The completed work order for each 
part or assembly is forwarded to the 


\central group to match with the origi- 
fnal orders in file which are then 
jpulled and destroyed. The only post- 
jing is for the exceptions. An audit 
jof orders by the control group on a 
regular sample basis assures that 
!proper controls are being exercised. 

A somewhat different system is re- 
[quired in the case of a home appli- 
fance manufacturer producing both 
i for specific orders and for stock. Fab- 
rication of the parts manufactured 
requires only a few days time. The 
major production steps consist of 
assembly, painting and packing. A 
full production cycle can be com- 
|pleted in one week. Long-range pro- 
duction requirements are established 
first on a basis of sales forecasts using 
past experience and management’s 
judgment of future prospects. Week- 
jy production schedules are based on 
(specific orders and existing inventory 
levels reflected by the finished stock 
inventory records. 

Bills of material are prepared, first 
by subassemblies, next by assemblies, 
and finally into completed units. At 
‘each level of the bill of material all 
the points of usage are noted. This 
provides the basis for development of 
requirements for orders as well as the 
points of common usage. Standardi- 
zation of parts to the extent practi- 


cable minimizes their number and 
eliminates minor and _ unnecessary 
variations. Application of this pro- 


cedure in this particular case reduced 
model variations from 1,200 to only 
40 production combinations. 

A combination ‘‘where used’’ pro- 
} duction work sheet and material re- 
quisition form is used. On this form 
‘columns are provided for the 40 pro- 
| duction combinations and the individ- 
ual parts are listed down the left side. 
In each column under the appro- 
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priate combinations are noted the 
usage requirements. On the right 
hand side of the form is a tear-off 
section on which the combined requi- 
sition quantities are noted for each 
part. As orders are received from 
customers and work orders for stock 
are issued they are analyzed to de- 
termine the combinations required. 
The combinations are summarized for 
the week and these totals are then 
entered at the top of the form and 
extended for the various usages in 
the appropriate columns. This pro- 
cedure permits an early determina- 
tion of requirements and eliminates 
separate computation and prepara- 
tion of material requisitions. 

Routing sheets are used which paral- 
lel the bills of material. These sheets 
show for each operation, the labor 
hours and the material required for 
production of 100 pieces. Provision 
is made for costing the route sheets 
and the cost department has devel- 
oped standard costs directly from 
these sheets. 

A form similar to the one for deter- 
mining material requirements is used 
to reflect the operating times re- 
quired, This facilitates loading indi- 
vidual departments to their capacity 
to permit efficient production runs 
and minimize setup time. 

With the exception of the analysis 
of orders into the 40 categories, which 
is performed by means of a key selec- 
tion technique on a bookkeeping ma- 
chine, the entire material and pro- 
duction control system is on a man- 
ual basis using the preprinted requi- 
sition work sheet and scheduling 
forms. 

Inventory control of such low cost 
and numerous items as bolts, nuts, 
screws and washers is on a nonrecord- 
ing basis. Under this plan minimum 
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quantities, sufficient for use during 
purchase lead time, are packaged or 
set aside and when needed for pro- 
duction, routine reorder procedures 
assure a new supply. 

A more sophisticated type of pro- 
duction and inventory control sys- 
tem is required for a manufacturer 
of units which are sold to a variety 
of machinery producers, including 
automotive companies. In this case 
manufacturing lead times are consid- 
erably longer and various parts must 
be produced simultaneously. Produe- 
tion levels are set according to sales 
forecasts and contracts; minor short- 
term deviations are absorbed in in- 
ventories. Sales and production are 
plotted along with established control 
limits. Significant changes which fall 
outside the control area call for a new 
sales forecast and production sched- 
ule. Control limits for finished goods 
inventories are established, keeping 
production im line with sales. 

Finished product requirements next 
are translated into specific material 
and labor requirements. A precise 
job of scheduling and material con- 
trol is necessary due to the high vol- 
ume and relatively few basic finished 
models, the integrated manufactur- 
ing processes and limited storage 
space, 

To the extent practicable bills of 
material have been standardized to 
minimize their number, all materials 
have been coded numerically, and 
common usage of materials in various 
parts and subassemblies identified. 
Extreme care has been taken to assure 
that bills of material are in agreement 
with blueprints. 

Routing sheets showing steps in the 
manufacturing process, subassemblies 
and final assemblies have been care- 
fully checked. Decks of punched 


cards carrying all necessary informa- 
tion represent the bill of material) 
and, by standard ‘‘explosion’’ pro- 
cedures required quantities of parts, . 
sub-assemblies and final assemblies 
are computed readily. Utilizing these} 
figures all operations from purchase ¢ 
of materials through processing, sub-| 
assembly, final assembly and packag-| 
ing may be scheduled concurrently. | 

The schedule for parts and sub-. 
assemblies is finally expressed inj} 
quantities to be produced each day! 
and it backs up, step by step, from} 
shipping and assembly requirements, | 
to subassembly, to parts, to raw ma-} 
terial giving due consideration to lead | 
time in each instance. 

Bills of material and route sheets, 
are also prepared mechanically from 
the punched cards. Changes in the} 
deck can be made readily by removal 
of superseded cards and insertion of 
new cards. Using these cards together } 
with cards representing inventory 
quantities on hand and on _ order, 
stock status reports are prepared as 
required. 

The procedures followed contribute } 
toward minimizing the work in proe- 
ess inventory. A further aid toward 
minimizing inventories in this case 
was found in the application of ad- 
vanced mathematical techniques (op- 
erations research) to major items of 
raw material and finished goods pro- 
duced for stock. These methods in- 
volve development of a mathematical 
model which is based on the inter- 
relationships among three primary 
costs: (1) the annual cost of carry- 
ing inventory, (2) the annual ordering | 
or replenishment cost, and (3) the an-| 
nual cost associated with actual or 
potential stock shortages. Under this 
method a plan of least cost is devel- 
oped which minimizes the possibility 


| 
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of excessive inventories or conversely 
an out-of-stock condition. Use of elec- 
tronic data processing equipment is 
planned by this company to permit 
jgreater use of the mathematical tech- 
Iniques and to make possible even 
more rapid schedule changes. 
Because so many different depart- 
yments are affected, deficiencies in pro- 
duction and inventory control can 
cause trouble throughout a company 
jwith adverse effects on its progress 
and profitability. The need for co- 
ordination in planning and control- 
ling production and inventories is not 
restricted to the large companies. 
Even in a small manufacturing com- 
pany the personnel involved in these 
problems, in addition to manufactur- 
ing and production control people, 
include the sales and order personnel, 
storekeeper, purchasing agent, design 
yengineer, process or industrial engi- 
meer, personnel director, maintenance 
Supervisor, treasurer, traffic manager 
nd cost accountant. 

What can the independent public 
accountant do to aid management in 
improvements of production and in- 
entory control systems? He can fur- 
ther his own knowledge and experi- 
jenee in this field and thus further 
syualify himself to furnish such serv- 
ices to his clieats. He can make spe- 
vial reviews of production and inven- 
sory control systems and assist in 
sche development of improved systems. 
Lf the size and type of his practice 
varrant he may engage experienced 
pecialists in this field to assist him 
fn furnishing such services. However, 
jwithout becoming a specialist the in- 
lependent public accountant can do 
tnuch to aid his clients by being alert 
‘0 the need for improvement. The evi- 
Hence of inadequate production and 
jnventory control is not confined to 
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the production department. In the 
conduct of an examination of finan- 
cial statements symptoms may be ob- 
served which indicate deficiencies in 
these functions. 

Since cost accounting is closely con- 
cerned with production, the review 
an independent public accountant 
makes of a company’s cost acecount- 
ing and reporting procedures and in- 
ventory accounts often discloses 
symptoms which may indicate defi- 
ciencies in production and inventory 
control.* Examples of these are: 


Large material usage and labor 
variances in cost, indicating inade- 
quate control to performance stand- 
ards. 

Substantial over- or under-absorbed 
overhead, reflecting inefficient utili- 
zation of equipment. 

Eixcessive inventories of raw ma- 
terial, work in process or finished 
eoods, indicating ineffective produc- 
tion control. 

Large write-downs of obsolete in- 
ventories which may have arisen from 
purchases or production not properly 
coordinated with sales requirements. 

Material shortages, which indicate 
that production needs have not been 
planned properly. 

Machine down time from lack of 
work, which may indicate inadequate 
planning and scheduling of produc- 
tion. 

A review of payroll records and 
procedures may reflect unusual flue- 
tuations in the labor force, indicating 
a need for better production plan- 
ning. An excessive number of stock 
chasers or expeditors on the payroll 
usually reflects inadequate material 
control or production scheduling. An 
unusually large production control 


* See the suggestive check list on the final page 
of this article. 
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staff may indicate that this function 
is not properly organized or that the 
possibility of mechanization of pro- 
cedures has been overlooked. 

Clear indications of need for im- 
provement in production planning 
nd inventory control which may be 
observed in reviewing sales order, 
illing, and accounts receivable pro- 
edures include excessive sales re- 
turns and allowances, delay in filling 
rders, inability to provide rush sery- 
ice to customers and numerous back 
orders. In addition to customer dis- 
satisfaction these lead to excessive 
slerical and accounting costs. 

A review of purchasing procedures 
and accounts payable may disclose an 
2xcessive number of rush purchases, 
or purchases in quantities which do 
10t appear to be economical. These 
(00 point to a need for improved 
dlanning of production and inven- 
sories. 

When symptoms are encountered 
hich indicate that production or in- 
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ventory control may be deficient, the 
circumstances must be examined ecare- 
fully and all facts ascertained before 
any recommendations are made to the 
client. Upon closer scrutiny you may 
conclude that production control is 
satisfactory but something else is 
causing the trouble, such as a lack of 
adequate communication, ineffective 
quality control, inadequate material 
handling or inefficient control of oper- 
ator performance. 

This area of service to management 
is only one of many in which inde- 
pendent public accountants can fur- 
nish helpful assistance to their clients. 
New methods, equipment and tech- 
niques are being developed at an ac- 
celerated pace. Keeping abreast of 
these developments is both a challenge 
to our profession and a very real op- 
portunity to further the progress of 
American industry by aiding our 
clients to find the most effective and 
efficient systems and procedures. 


PRICING PRODUCTS 
FOR MAXIMUM PROFITS 


By Brrrranp J. BELDA 


There are few areas of business 
activity that are more significant to 
success than product pricing. At the 
same time, it appears that there is 
no business problem that involves so 
many variables or poses so many 
imponderables as pricing policy and 
practice. Without attempting to ex- 
amine into the details of all the 
factors that bear upon this subject, I 
should like to discuss what I con- 
sider to be the three most important 
areas. These are market analysis, 
costs, and mark-up. 

In a free, capitalistic society, prices 
have been traditionally established on 
the basis of the economic law of 
supply and demand. This funda- 
mental concept is, of course, not par- 
ticularly profound, but it is some- 
times overlooked in the approach to 
pricing that is attempted by some 
accountants and other businessmen 
who attempt to establish a simple, all- 
purpose formula for price setting 
purposes. Prices for goods and ser- 
vices are, in other words, largely de- 
pendent upon the competitive con- 
ditions that prevail at the particular 
time these goods and services are 
offered in the market. However the 
impact of these intangibles and their 
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relationship to pricing may not al- 
ways be readily comprehended ort 
interpreted. It is, therefore, appro- 
priate to begin this discussion with aj 
brief review of some of the principil 
factors that, from a product pricin 
standpoint, relate to supply and de+ 
mand and to competition. 

At the outset, it is apparent that} 
these elements (sometimes referred to 
as basic market factors), while pres 
ent to some extent in substantially al 
instances, take somewhat different de 
grees of emphasis for varying groups} 
of products. The consumer durabl 
goods group, for example, seems tof 
be much more sensitive to custome 
preferences based upon style, branc 
consciousness, and certain aesthetic 
features than are those products pro-+ 
duced and sold primarily to indus+ 
trial users. Although the apparatus 
and industrial equipment manufac+ 
turer may experience a_ relatively 
strong measure of price competition) 
for his finished units, once the unit i¥ 
sold and installed he ean often enjoy) 
a near-monopoly market for certain) 
replacement parts. 

In pricing consumer products) 
studies of consumer motivation an 
inquiries into the utility and applica} 
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on of the item are usually essential 
» optimum profits. For example, it 
us been a common practice to pro- 
de for better percentage mark-ups 
1 deluxe models of automobiles and 
oplicances than on the stripped- 
own, standard products. Attach- 
ents and accessories which con- 
ibute to eye appeal and utility, or 
’e necessary for the particular cus- 
jmer’s purpose, can also be priced at 
vels considerably higher in relation 
cost than the basic models. Then, 
0, some products, such as perfumes, 
rtain cosmetics, and similar items 
‘at are being distributed to the 
xury market, must be priced high 
cough to assure the patronage of 
e discriminating customer who is 
e sales target. 

In reviewing the aspects of compe- 
fion and its relation to prices, it is 
mportant also to note the broader 
iplications of the problem which 
ust recognize that the utility and 
peal of almost any given product 
‘eompeting not only against similar 
oducts but against seemingly dis- 
Hnilar items as well. In the con- 
®mer market, for example, the 
shing machine producer may com- 
te with other types of domestic 
‘plicances for the available con- 
mer dollar in addition to washing 
Michines of other makes. The forge 
>p competes with the foundry and 
Fmping plant as well as with other 
frging producers. The steel mill 
ist reckon with the price of alumi- 
*m when establishing its pattern of 
oduct charges or it may lose busi- 
73s to this alternative metal. 

These areas of competition demand 
‘se attention and analysis before 
dicing patterns can be established on 
Zbasis that will provide an oppor- 
Fiity for maximum profits. Statis- 
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tical data assembled through a sound 
and carefully planned market analy- 
sis can often contribute effectively 
to the industry and to the customer 
knowledge that is paramount to 
profitable pricing. In this connection, 
I think it may be appropriate to 
mention that the techniques of market 
research have many features that are 
similar to modern auditing pro- 
cedures. The analysis of a marketing 
problem and its solution are usually 
based upon a careful segregation of 
the various elements into logical seg- 
ments that can be examined, com- 
pared, and weighed against other 
known situations in order to deter- 
mine the degree of meaningful rela- 
tionships that may be present. Such 
analysis normally ineludes an esti- 
mate of the current and potential 
users of the product, the frequency of 
consumption, the utility in compari- 
son with other related products, and 
the qualities in relation to competitive 
items. Also it is customary to review 
and appraise factors of service, de- 
livery, and other distributive and 
merchandising elements. These fac- 
tual data and interpretative opinions 
can be organized and evaluated in re- 
lation to competitive products in a 
fashion that can provide a valuable 
appraisal of the worth of the item on 
the market. Procedures like these are 
not unlike the approach to an audit 
of the financial statements which in- 
volves the separate step-by-step re- 
view of cash, receivables, inventories, 
payables, and the like as the means of 
appraising the soundness of the bal- 
ance sheet. In addition, market analy- 
sis often involves an objective and 
well-conceived sampling of distribu- 
tors, consumers and other areas re- 
lated to sales channels as a means of 
validating other analytical data. This, 
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of course, is comparable to the test 
checking frequently employed by the 
independent auditor. 

The first step toward pricing, there- 
fore, is to make a thorough analysis 
of supply and demand, which involves 
researching the market relating to 
the product or product line in ques- 
tion. This contemplates a study of 
consumer need, competitive items, 
methods of distribution, and an ap- 
praisal of all significant economic 
factors affecting the establishment of 
price. 

An important essential to the estab- 
lishment of a successful pricing pro- 
gram is the fixing of responsibility. 
In many organizations, pricing 
policies and techniques are second to 
none in importance. While ultimate 
responsibility for pricing should be 
with the director of marketing, the 
role of the controller is also im- 
portant and, as a practical matter, 
these two officials should work in 
conjunction with one another in the 
pricing area. 

It will be noted that I have not yet 
discussed cost as a factor in estab- 
lhshing price. This has been deliberate 
because, too often, cost has been over- 
emphasized, and has been used as the 
sole basis for pricing purposes. Let 
me re-emphasize that the first step is 
to consider the marketing aspects as 
I have described. 

However cost is a major factor that 
can and should contribute to suecess- 
ful pricing techniques. How it should 
be determined, and the significance of 
its various elements is the next step 
in pricing for maximum profits. 

With the increased interest in cost 
accounting as a means of providing 
better methods of operating controls 
and improved inventory valuations, 
as well as for pricing purposes, more 


| 
sophisticated concepts have evolve 
in recent years that should be mos 
helpful. Probably the most  signit! 
cant of these developments has bee 
the wider recognition of behavic 
tendencies in costs, and an improve 
understanding of the impact of they 
factors on pricing formulae. 

When I speak of behavior ten 
encies in costs I am referring, « 
course, to the variable and fixed el! 
ments usually included in overheay 
Although costing for government al 
tract purposes usually involves cale} 
lations that require allocation of tot} 
costs and expenses to particular proy 
ucts, this technique can sometimes } 
very misleading when utilized f¢ 
commercial product pricing. 

I believe that it is generally reco 
nized that profits, maximum profit) 
are the result of a combination 
product prices and sales volume, 
well as costs and expenses. Also, ur 
sales volumes are, in part, depende: 
upon the sales prices. Because of tl 
fixed and variable tendencies of ¢o 
and expenses, it is entirely possible 
obtain a better dollar profit at a low 
unit selling price if the volume faet 
can be increased as a result of a pri 
reduction. The degree of extent 
which price and volume elements 
late to maximum profits is depende 
upon the knowledge of: 


1. The significance of prices as 
marketing factor. 

2. The quantitative determination 
applicable variable costs. 


The first of these points require 
sound market analysis which I 
viewed briefly in the early part 
this discussion. The second poi 
that of determining the costs t 
vary directly with production volu 
is an area that I should like to expl 
at this time. 


In most businesses engaged in the 
anufacture and sale of tangible 
vods, the elements of cost are usually 
gregated as between material, direct 
bor, and overhead. The cost of 
rect material and labor in any given 
oduct under most cost systems is 
‘dinarily not very difficult to deter- 
ine, and these elements usually are 
1 important part of the variable 
ists which are fundamental to sound 
ricing knowledge. The increased de- 
‘ee of automation in factories today 
is brought about a significant re- 
etion in direct labor costs, but has 
o resulted in an appreciable in- 
ease in overhead. It is in this area, 
rerhead, that most of the problems 
cost accounting occur. Part of the 
fficulty, I believe, may be attributed 
the fact that accountants generally 
m to be most concerned over the 
ed to ‘‘allocate’’ all costs to a given 
oduct regardless of whether or not 
ich a technique is really useful. Fre- 
iently we find that overhead alloca- 
ns based upon direct labor cost 
tors are from three to five times as 
eat as the measurable labor factor 
which they are apphed. Further- 
bre, an investigation into the ele- 
mts of overhead often discloses that 
amounts of such overhead include 
bstantial prorates from service 
its which are based upon arbitrary 
sumptions at best. 

Sound cost accounting for pricing 
rposes demands that the elements 
cost be segregated between direct 
d ‘‘allocated’’ items, as well as be- 
een fixed and variable elements. 
eordingly, it is important to pro- 
e adequate segregations of over- 
ad into cost centers in a fashion 
it will provide meaningful analyses 
the direct costs applicable to the 
eral basic functions that are in- 
ved in the production processes. 
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Following this segregation, the vari- 
ous functional expense categories for 
each cost center should be separated 
into variable and fixed components in 
order that overhead rates can be so 
identified and applied in the deter- 
mination of product costs. For ex- 
ample, if factory overhead is to be ap- 
pled in relation to direct labor 
dollars, and the total rate is 400% of 
direct labor, it is important to know 
what portion of that rate is composed 
of variable elements and what portion 
is fixed. This can be determined by 
analyzing and classifying the expenses 
comprising the normal charges to the 
department. 

The application of such cost data 
to pricing problems may be illustrated 
by the following hypothetical case : 

Product A is normally sold at $1.00 
per unit and its current produe- 
tion and shipment volume is at 
the rate of 100,000 units per 
month; material, labor, and over- 
head costs aggregate $.90 per 
unit based upon conventional 
cost-finding methods. 

Assume that a market analysis in- 
dicates that sales volume could 
be increased by 25% if the selling 
price were reduced 5%, or to 
$.95 per unit. What are the 
economics of this possibility? 
Could we improve our profits, or 
would they be reduced if we 
made the price reduction in order 
to obtain increased volume? The 
answer depends upon the com- 
position of the cost elements. 


Assume the following unit cost 
elements : 


Material = 2. = = $ $ 15 
Direct Labor Seller all) 
Overhead: 
PcG Cimeepaty ae me Presa .20 
WGWRIENOS 5 out 7 40 60 
Total $ .90 
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Applying these data to the current 


potentional, based upon the market 
study, we may make the following 
comparison of monthly operating 
results : 
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Costs used for pricing purposi 
must be current, and to the extey 
possible, provide for future antid 
pated changes. For example, in | 

i 


mating the material cost under 
contemplated long term constructic 


Present Projected | 
results results 
based on based on | 
100,000 125,000 
units at units at 
$1.00 each $.95 each | 
Sales $100,000 $118,750 
Cost and Expenses: 
Material ($.15 per unit) 15,000 18,750 
Labor ($.15 per unit) ‘ 15,000 18,750 | 
Variable Overhead ($.40 per ate) 40,000 50,000 | 
Fixed Costs 20,000 20,000 | 
Total Costs and Expenses $ 90,000 $107,500 | 
Profit $ 10,000 $ 11,250 | 


The principles illustrated here may 
be extended to other pricing problems, 
including comparisons of cost-selling 
price relationships between products. 
While the technique shown (note that 
the fixed costs remain unchanged) is 
not unique, the impact of fixed costs 
included in product cost analyses 
without identification is, unfortun- 
ately, not always recognized by price 
analysts. It would appear evident 
that there is considerable danger of 
erroneous conclusions unless the fixed 
cost elements are known. 

In considering the application of 
this example, I should like to stress 
the fact that price reductions of this 
type must be very carefully analyzed 
to make certain that they will not 
provoke undesirable consequences. If 
a competitive purpose is involved, it 
is important to avoid the possibility 
of undermining the market to the 
point that price cuts are stimulated 
throughout the industry in a fashion 
that serves only to reduce reyenues 
without improving volume. 


project, it would appear rather sh 
sighted to ignore the probable pri} 
trend of structural steel over t 
next few years. These costs should 
based upon the specifications for t 
product and should include the ne 
mal quantitative amounts of materi 
labor and variable overhead, bas} 
upon sound engineering studies 
requirements, including normal was 
and loss incident to manufacturny} 
It is equally important to isol 
significant factors that are special 
unique to particular orders. Th 
include plant rearrangement, init} 
tests and inspection and set-up cos} 

It should be apparent that the ¢ 
terminations of appropriate nor 
for costs and the identification 
fixed and variable elements as I h 
suggested are hardly possible to ¢ 
complish with any cost system oth! 
than a standard cost program in 
grated with the general accounti 
system. Generally speaking, the jq 
lot method of cost accumulati’ 
simply does not provide adequate ¢€ 


‘formation to permit sound analyses 
r intelligent pricing. Incidentally, 
jother advantage to be derived from 
fentification of expenses into fixed 
id variable categories, and the estab- 
hhment of overhead factors which 
rovide such separation, is the contri- 
ition to operating control oppor- 
jnities. Such data can materially 
jsist in the analysis of variances so 
at the impact of changing volume 
In be ascertained and separated from 
jose variations relating to operating 
Yectiveness. 

»Before I venture further into this 
jscussion of pricing of products util- 
ng cost information, I think it im- 
prtant to emphasize that cost data 
r pricing in a particular business is 
valid factor only to the extent that 
may approximate costs of its com- 
titors. Obviously, if the methods of 
anufacture and distribution of a 
ven enterprise are substantially 
fferent from other organizations 
‘oducing and selling comparable 
‘oducts, the market price will un- 
uubtedly be influenced by the re- 
Iting cost variations. 

Once we have meaningful cost in- 
rmation concerning a particular 
‘oduct, the next step is to apply this 
/pricing. This means that we must 
msider the amount to be added to 
e cost to produce a price that will, 
turn, be most profitable. I have 
ready illustrated how volume can 
considered in relation to costs when 
rices have been carefully researched. 
owever, most businesses need cer- 
in basic techniques that will provide 
generally reliable guide to pricing, 
pecially in those organizations that 
not produce proprietary products. 
yrge shops, foundries, stamping 
ants and similar organizations that 
anufacture to customer specifica- 
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tions must compete on a price basis 
that is responsive to day-to-day 
bidding requirements, and this situa- 
tion demands a simple, practical 
technique involving cost-plus pricing. 

Obviously, consideration must be 
given first to specific product costs. 
The mark-up beyond such basic costs 
should make provision for indirect 
costs and profit in a manner that will 
provide a price that will be competi- 
tive and will yield maximum profits. 
How can this be done? 

At the outset, I think it important 
to re-emphasize the fundamental ob- 
jective of industrial enterprise: TO 
(AK H Ay PROV ON* TES es iNe 
VESTMENT. With this point in 
mind, it would seem that the turnover 
rate of the investment can provide a 
key to suecessful pricing formulae. 

I believe that the concept of pro- 
viding for increased margins on prod- 
ucts that require more extensive con- 
version efforts is quite generally 
recognized. In fact, this principle is 
frequently introduced in price nego- 
tiations under government contracts 
and is sometimes referred to as the 
‘disproportionate cost theory’? or 
the ‘‘value added’’ concept. While it 
is not difficult to understand that a 
product having 90% conversion cost 
and 10% material cost should be 
priced to yield a higher mark-up than 
a product having reverse proportions 
of cost components, to devise a sound 
formula for this purpose is a matter 
that is frequently difficult to establish. 

Investment turnover, when con- 
sidered in connection with applicable 
operating costs, in my judgment pro- 
vides the most useful basis for com- 
puting an equitable profit mark-up 
factor which, in a relatively free 
market, can be most responsive to the 
fundamental aims of the business. 
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Perhaps the easiest way to explain this 
is to utilize an example. 
Assume the following facts: 
Net worth of business 
Net current assets 
Plant investment 
Planned objectives: 
Annual sales : 
Specific product costs: 
Material . A ees 
Conversion and commercial 


Margin for general expenses and profit 


General expenses (factory and commercial) 


Profit before taxes 


The profit objective of $1,000,000 
represents a goal of 100% on the 
investment. To this amount we must 
add the general expenses of $500,000 
which must be covered, making a 
total of $1,500,000 margin over spe- 
cific product costs that must be re- 
covered in order to attain the planned 
return. Inasmuch as the total net 
worth of $1,000,000 is comprised of 
40% plant investment that is needed 
to support the conversion effort, it 
follows that 40% of the desired dollar 
margin should be derived from the 
conversion effort. 40% of $1,500,000 
equals $600,000 and this, in turn, is 
25% of the conversion cost. ($600,000 
+ $2,400,000). Accordingly, it would 
be appropriate to mark up the con- 
version cost by 25% in the pricing 
formula. 

Since $600,000 of the margin ob- 
jective is to be derived from facilities 
investment, the balance of $900,000 
must be obtained from the investment 
in working capital. It will be observed 
that this remainder is equal to 150% 
of the working capital ; however, since 
the working capital turnover, in re- 
lation to specific product cost of sales 
is 7% times ($4,500,000 + $600,000), 
we need recover only 20% of such 
cost on each turn (150% ~+ 714). 


Accordingly, our normal pricin 
formula will include the appheatio} 
of 20% mark-up on total spect 

$1,000,000 

600,000 

400,000 


$6,000,000 


$2,100,000 


2,400,000 4,500,000 


| 
$1,500,000 / 
500,000 | 
$1,000,000 | 
| 

| 


product cost. 

Our two mark-up factors, 25% o 
specific conversion cost—plus 204% 
on total cost, provide us with a pricin 
formula that should give adequat 
and equitable recognition to the r 
spective investment elements involveq 
in production and sale. The apphea 
tion of the formula is illustrate4 
below: 


Product Product 
B 


Specific cost per unit 


Material . $1.00 $5.00 
Conversion and 
commercial . $5.00 $1.00 
Total specifie cost $6.00 $6.00 
Mark-up: 
25% of conversion 
cost . F PAS) 25 
20% of total 
GOST. ja ee eee tl 2 Ole 
Caleulated Unit 
Price $8.45 $7.45 


As will be noted from this exampl 
Product B is to be priced, under th 
formula, at $1.00 per unit more tha 
Product C, notwithstanding the fa 
that the total cost of each is the sam 
In addition to giving effect to th 
relative capital investment requires 
to produce the respective products 
the formula gives collateral recogm 


jon to the degree of facility utili- 
ition involved by placing a greater 
{eight on conversion cost in the 
Jark-up calculation. 

| Please take particular note that the 
fark-up or profit factor has been 
Pmputed on the basis of specific 
oduct costs applicable to the prod- 
it. Now, for this purpose, specific 
coduct cost includes direct com- 
jercial expenses and certain fixed 
larges (computed at normal volume 
Ivels) such as salesmen’s commis- 
fons, depreciation of equipment, 
ipervision and similar items which 
m not generally vary with activity 
ivels. These specific costs are dis- 
nguished from the variable costs 
at are used in computing profit be- 
wior in forecasting or studying the 
rpact of changing volumes. 

I should like to emphasize again 
at formulae of this type are simply 
1ides to pricing that should be help- 
il to maximizing profits through 
jective analysis of the factors 
Fecting price. While this approach 
| more likely to be responsive to 
jmpetitive conditions than ordinary 
ist-plus calculations, it should be 


PRICING PRODUCTS FOR MAXIMUM PROFITS 35 


2) 


obvious that no such formula can be 
universally applicable, and modifica- 
tions to meet conditions peculiar to 
the trade, product, or the times are 
frequently necessary. 

In summary, pricing products for 
maximum profits must take into ac- 
count three fundamental factors: 
Careful market analysis, sound costs, 
and mark-up techniques that are 
based upon earefully planned busi- 
ness objectives. 

The market analysis should include 
a penetrating study of product and 
territorial potentials, competitive con- 
ditions, and customer needs and de- 
sires. Costs for pricing purposes 
should be based upon current and 
future price levels and should be de- 
termined in a manner that will separ- 
ate direct variable elements from 
fixed charges. Finally, profit mark- 
ups should be calculated in a fashion 
that will recognize the significance of 
the varying investment factors in- 
volved in the production and sale of 
different products. 

Proper attention to these matters 
will contribute effectively to pricing 
products for maximum profits. 


‘qovog Joyemaspy oy} Je 91-4 ounf[ }xou nod 10j Buryoor aq TT,aA\ 
‘sSurjaouI Tenuue AYaI90G }e SOALM ITay} pue stequew Aq paAofua sjueaa a[qeioulem Aueu ay} Jo au0 jo ainjoid & S,e10p7 


A 


AIQUIMYy OT PUTING aunf 


) All accountants probably are aware 
that corporate distributions are tax- 
ible to the shareholders if the distri- 
putions are from the current year’s 
sarnings and profits, or from earnings 
and profits accumulated since Feb- 
suary 28, 1913. However, this whole 
firea, and particularly, ‘‘accumulated 
sarnings and profits’’ is a rather nebu- 
ous no-man’s land somewhere _ be- 
‘ween accounting earned surplus and 
1 cumulative taxable income figure. 

It is an area about which most tax 
nen have some broad general con- 
septs, but relatively few have any 
weal definitive ideas. In fact, the 
extbooks, the tax services, and the 
courts ‘‘define’’ the term by stating 
jvhat it is not. ‘‘The earnings and 
yrofits of a distributing corporation 
re not the same as net income or tax- 
ble income.’’? ‘‘But ‘earnings and 
yrofits’ in the tax sense, although it 
floes not correspond exactly to taxable 
mecome, does not necessarily follow 
orporate accounting concepts 
jither.’’? ‘‘Taxable net income and 
farnings and profits are not synony- 
jaous.’’? Negative definitions are not 
jmusual in income tax, but in this 
jase the ruling out of accounting 
farned surplus and taxable income 
1 Commerce Clearing House, Inc., Federal Tax 
fourse, 1959, page 67. 


} 2 Commissioner y. Wheeler, 324 U. S. 542 
a *R. M. Weyerhauser, 33 BTA 594. 
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Conducted by the Committee on Taxation of the 
Illinois Society of Certified Public Accountants 


(DETERMINATION OF ACCUMULATED EARNINGS AND PROFITS 


leaves the taxpayer with very little in 
the way of a positive idea of what 
should be included in accumulated 
earnings and profits. However, when 
it is necessary to compute accumulated 
earnings and profits, one no longer 
can deal in negatives or generalities, 
but positive decisions must be made 
about many specific items. 


NEED FOR DETERMINING 
ACCUMULATED HARNINGS AND 
PROFITS 


Most accountants may think that 
this is a problem that will never con- 
cern them seriously. This is by no 
means a safe assumption. An exam- 
ination of any of the dividend re- 
porting services reveals that a great 
many corporations reported all or a 
portion of their 1957 dividends to be 
tax-free, and it is very likely that 
many others declared tax-free divi- 
dends without being aware of it and 
without their shareholders getting 
the tax benefits therefrom. It would 
behoove all accountants to reexamine 
their thinking in this area, and to 
study their clients’ or their com- 
pany’s historical development to de- 
termine if any of them have reached, 
or are approaching, a position of 
negative accumulated earnings and 
profits. 


: eS 
DONALD H. SKADDEN, who is an Associate Professor of Accountancy 
at the University of Illinois, prepared the comments for this issue. 
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Utilities and the extractive indus- 
tries are the ones usually thought of 
in connection with earnings and prof- 
its studies. Certainly any company in 
either of these areas needs reexamina- 
tion periodically, but there are also 
situations which eall for study of any 
type of corporation. For example, 
any company which has used the 
rapid amortization of emergency fa- 
cilities (or grain facilities), or the 
declining balance type of deprecia- 
tion for tax purposes but not 
for book purposes may find accumu- 
lated earnings and profits rapidly 
dwindling. 

Also, any company that eliminated 
a book deficit through a quasi-reor- 
ganization at any time in the past 
must continually recognize that ac- 
cumulated earnings and profits are 
probably substantially smaller than 
book earned surplus. Conversely, of 
course, companies that have capital- 
ized earnings in the past hkely will 
find that accumulated earnings and 
profits now exceed book earned 
surplus. 

Any company that was formed 
from a predecessor corporation, or 
that has merged with other corpora- 
tions, should examine the earnings 
and profits histories of those other 
companies. It is not safe to assume 
that a book surplus or book deficit 
was the true measure of accumulated 
earnings and profits. 

Any company that follows a prae- 
tice of distributing to shareholders 
a substantial part of book income 
each year should examine aceumu- 
lated earnings and profits carefully. 
Particularly would this be true if 
1957 or 1958 happen to be loss years. 
A closely held corporation should re- 
examine its accumulated earnings and 
profits position as it considers the 


| 


advisability of electing under the) 
new Subchapter S not to be subject} 
to the corporation tax. 


Mernops or CoMPUTING 
ACCUMULATED HARNINGS AND 
PROFITS 


After a company recognizes the 
desirability of determining aceumu-, 
lated earnings and profits, there are} 
often many questions as to methods, 
of approach and sources of informa 
tion. In many eases a logical andj} 
expeditious approach is first to com-) 
pute the current balance of aceumu 
lated earnings and profits from the} 
eurrent balance of book earned sur 
plus. After this ‘‘reconcilement’’ i 
eompleted it often will be necessary to} 
compute the balance at the close off 
each year. The reconciliation as off 
the current date will, of course, re 
quire a detailed analysis of eachj 
year since incorporation or since th 
last such reconciliation was made. 
Thus a detailed examination of. alll 
past years is always necessary, and 
frequently a detailed computation forj 
each past year is desirable, neverthe 
less it is often more logical to recon 
eile the current figures and work 
back rather than to reconcile eae 
year chronologically. This is true be 
cause some transactions may have 
retroactive effect upon earnings and} 
profits. Also, some items may offse 
each other as between years and eae 
reconciliation is simplified by first 
understanding the total historica 
picture. 


Sources oF INFORMATION NEEDED 
For THE RECONCILIATION 


Due to the fact that most of they 
reconciling items will be items that 
have been treated differently on thes 
books than for tax purposes, the most 


important source of data usually is 
the Schedule M from all previous 
tax returns. This is not to say that all 
Schedule M items will be used in the 
reconciliation, nor that all reconciling 
items will appear on Schedule M; 
however, this is probably the most 
important single source of informa- 
tion. Some Schedule M items, such 
s dividend distributions, and net 
apital losses, will not appear in a 
reconciliation of book earned surplus 
to accumulated earnings and profits 
because they are proper deductions 
in computing both figures. 


Federal income taxes also are 
roperly subtracted in arriving at 
both earned surplus and accumulated 
2arnings and profits. However, there 
still may be a reconciling amount 
ere because the tax figure shown on 
Schedule M (and subtracted from 
earned surplus) often includes the 
asual “‘eushion’’ which is not a proper 
ecrease in accumulated earnings and 
orofits. Also, it is important to re- 
member that subsequently determined 
eficiencies or overpayments affect ac- 
sumulated earnings and profits retro- 
etively.t Thus it usually will be 
ecessary to analyze the tax accrual 
recount, and often each payment will 
need to be traced to the supporting 
‘ax return. Also revenue agents’ re- 
Iorts will supply useful information 
soncerning the nature of, and reasons 
‘or, changes in reported taxable in- 
-ome. This information is often valu- 
ible in determining the proper 
2arnings and profits treatment of 
hose items even though such treat- 
nent may not be the same as for 
axable income. 


All net worth accounts should be 
xamined in connection with the 


4Stern Bros. & Oo., 16 TCO 295; Estate of 
isther M. Stein, 25 TC 940 (acq.). 
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computation of accumulated earnings 
and profits. Certain non-taxable in- 
come and non-deductible expense 
items are nevertheless proper in- 
creases or decreases in earnings and 
profits. If such an item were entered 
directly to a surplus reserve account, 
or to a paid-in surplus account, it 
would not appear on Schedule M, but 
would still be a necessary item in 
reconciling from earned surplus to 
accumulated earnings and_ profits. 
Direct entries to earned surplus 
should be examined in order to de- 
termine the correct earnings and 
profits treatment for each item. 


Thus, in any computation of ac- 
cumulated earnings and profits it is 
necessary to examine Schedule M of 
the form 1120, revenue agents’ re- 
ports, the federal income tax accrual, 
net worth reserves, paid-in and capi- 
tal surplus accounts, and the earned 
surplus account. Each particular 
situation should be examined closely 
to determine what other sources of 
information might be valuable. In 
some cases statements or reports pre- 
pared for the S.E.C. or for any of 
the regulatory commissions might con- 
tain information useful to such a 
study. As was indicated previously, 
it may be necessary to examine re- 
ports and records of predecessor or 
merged companies. 


TREATMENT OF SprEciFic ITEMS 


Any study of earnings and profits 
must finally resolve itself into an 
examination of many specific items. 
Each of these items must be analyzed 
as to book treatment, tax treatment, 
and its proper effect upon earnings 
and profits in order to determine 
whether or not it should be included 
as a reconciling item between earned 
surplus and accumulated earnings 


40 THE ILLINOIS CERTIFIED PUBLIC ACCOUNTANT 


and profits. The proper treatment 
of many items will be quite clear and 
self-evident. The code and regulations 
indicate the proper handling of some 
items. Others have been covered in 
various court cases. In many situa- 
tions there will be some items that 
have not been decided by the courts 
nor discussed in the literature. The 
following sections are concerned with 
a few of the specific items that are 
treated in the Code, regulations, or 
court eases. A study of these items 
should be helpful in analyzing others 
that are not found in these sources. 


(1) 


Probably no one would question 
the fact that dividends properly re- 
duce accumulated earnings and 
profits. There may be some questions, 
however, as to the timing of the re- 
duction and also as to the amount of 
reduction in the case of non-cash 
dividends. The code and regulations 
are rather specific on the second of 
these points, but do not help much on 
the first.° In ease of scrip dividends, 
the code indicates that the principal 
amount of the obligation issued 
should be the charge to earnings and 
profits. 

Property dividends normally reduce 
earnings and profits by an amount 
equal to the adjusted basis of the 
property distributed. Exceptions oc- 
cur when inventory assets are dis- 
tributed, or when the property dis- 
tributed is subject to a liability. In 
the case of inventory distributions, 
earnings and profits first are increased 
for the excess of fair market value 
over adjusted basis and then reduced 
by the fair market value. The pur- 
pose of this is to assure that the 
dividend always will be taxable at 


Dividend distributions 


5IRC 312 (a). 


least to the extent of the inventory 
profit. When property subject to a 
liability is distributed the reduction | 
in earnings and profits is the adjusted } 
basis minus the liability and plus any} 
gain recognized. 

Stock dividends and stock splits, 
while they may reduce earned sur- 
plus, have no effect on earnings and} 
profits.6 These and other book trans-; 
fers of earned surplus, such as trans-) 
fers to surplus reserves, can cause} 
some of the larger differences between 
earned surplus and accumulated 
earnings and profits. | 

The timing of the reduction, ast 
between the date of declaration, date} 
of record, or date of payment, is not} 
established by the code and regula- 
tions. Also the court decisions are not} 
in complete agreement on this point. 
The date of declaration was held to’ 
be the significant date in Commis 
sioner v. Goldwyn, but in that situa 
tion there was constructive receipt 0 
the dividend to the shareholders which! 
surely had much bearing upon th 
decision. The present weight 0 
authority seems to be with the Su 
preme Court statement in Mason vy. 
Routzahn § that ‘‘... the date of pay 
ment, not the date of the declaration: 
of the dividend is the date of distri- 
bution ...,’’ and therefore determines 
the time that earnings and profits are 
reduced. Under this theory any final 
quarterly dividends, or special divi- 
dends declared at the close of a good 
year, may be paid during a year of 
low earnings or even losses, and would 
reduce earnings and profits in the low 
income year. Furthermore, in some 
instances, the taxability or non-taxa4 
bility of such a distribution might 
not be determinable at the time it 


®H. J. Young Corporation, 35 BTA 860. 
7 Commissioner y. Goldwyn, 175 F. 2d 64. 
5 Mason v. Routzahn, 275 U.S. 175. 


pwas paid. Section 312 of the Internal 
Revenue Code, (in which dividend is 
jdefined), indicates that the current 
year’s earnings and profits are 
 .. computed as of the close of the 
year without any diminution by 
treason of any distributions made dur- 
ing the taxable year. . .’’ 

Thus, as of any given date, all divi- 
fdends declared but not paid should 
be added back to earned surplus in 
‘reconciling to accumulated earnings 
jand profits. 

This problem of timing may take 
ym special significance under the new 
election not to be taxed as a corpo- 
ration. Under the Technical Amend- 
ments Act of 1958 ‘‘the accumulated 
arnings and profits of an electing 
small business corporation as of the 
slose of its taxable year shall be re- 
jluced to the extent that its undis- 
ributed taxable income for such year 
s required to be included in the gross 
neome of the shareholders. ae 
Cherefore, if a corporation elects the 
new treatment for 1958 its earnings 
ind profits will be reduced in 1958 
for any 1957 dividends paid in 1958, 
plus all of the 1958 earnings whether 
xr not paid out. 


2) Federal income tazres 


f As indicated above, taxes reduce 
farnings and profits of the year to 
Wvhich the tax pertains. This is true 
»f deficiencies paid subsequently as 
Wvell as taxes paid currently. How- 
ver, the ‘‘cushion’’ in a tax accrual 
Jecount is nothing more nor less than 
surplus reserve as far as accumu- 
‘ated earnings and profits are con- 
jerned. However, it is not always safe 
# asume that the reconciling figure is 
jimply the excess of the accrual bal- 
Jnce over the tax reported on the last 


M °IRC 1377 (a). 
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1120. The accrual account should be 
analyzed for unusual items. One such 
item that may be found here is in- 
terest paid on tax deficiencies. While 
this interest paid is a logical reduc- 
tion in earnings aud profits, there is 
nothing to indicate that the reduction 
is retroactive as in the case of the de- 
ficiency itself. Interest apparently is 
a reduction only when paid. Thus a 
single charge to the accrual account 
may be made up of a deficiency anc 
interest which reduce earnings and 
profits of two different periods. Any 
other unusual items that may be 
found in the tax accrual account must 
be examined in order to determine 
whether or not the accrual balance 
must be adjusted to arrive at the 
proper reconciling figure. 

The income tax labilty computed 
on a consolidated return must be al- 
located to the various members of the 
group. The code states that the alloca- 
tion can be based on taxable incomes 
or on taxes computed separately, or 
on any other basis approved by the 
Commissioner.!® Operating losses in- 
eurred by a consolidated subsidiary 
do not reduce earnings and profits of 
the parent company although they are 
deducted on the consolidated return. 
Upon the subsequent dissolution of 
that subsidiary, the parent’s earnings 
and profits are reduced by the total 
of all prior operating losses plus any 
additional loss on liquidation.’? Limi- 
tations are discussed below for the 
situation where the subsidiary ’s losses 
have caused a negative accumulated 
earnings and profits. 

Also in this area of Federal income 
tax liability, but not in the accrual ac- 
count itself, would be the so called 
‘‘deferred income taxes.’’ Although 
book earnings (and therefore earned 


10TRO 1552 (a). 
11 Taylor-Wharton Iron and Steel Co., 5 TO 768. 


a 


surplus) are reduced currently for 
such deferred taxes, earnings and 
profits are reduced only by the amount 
actually due for the period. Any ‘‘de- 
ferred’? balance is really just an ad- 
ditional ‘‘cushion’’ as far as accumu- 
lated earnings and profits are con- 
cerned and should be added back to 
earned surplus in the reconciliation. 


(3) 

One of the frequent causes of de- 
ferred income tax is a material dif- 
ference between book depreciation 
and tax depreciation. Whether this 
difference is due to tax use of one of 
the accelerated depreciation methods, 
or rapid amortization of emergency 
facilities,!? or to a difference between 
book and tax bases of the assets, earn- 
ines and profits follow the tax deduc- 
tion. Thus, the cause of the deferred 
income tax and the deferred tax itself 
are treated consistently. 

Depletion, on the other hand, is one 
of the areas in which earnings and 
profits do not follow the taxable in- 
come calculation. Karnings and profits 
are reduced only by cost depletion. 
Thus, discovery value, fair market 
value, and percentage depletion are 
not proper reductions in earnings and 
profits. 


Depreciation and depletion 


(4) 


Gains and losses on sales 
of property 
Consistent with the above use of tax 
depreciation is the fact that earnings 
anc profits are increased or decreased 
only by recognized gains and losses.!4 
Thus, property bases are the same for 
earnings and profits as for taxable in- 
come. However, earnings and profits 
are reduced by all reeognized losses 
21T 3543; CB 1942-1, p. 111. 


13 Regulations 1.312-6 (ce) (1). 
“IRC 312 (f). 
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even though they result in a net capi- 
tal loss which is not deductible in com- 
puting taxable income.'” 


(5) 


There is no carry-back or carry-over} 
of net operating losses for the pur- 
poses of computing earnings and 
profits. Accumulated earnings and 
profits are reduced at the time that aj 
loss is incurred. Thus an operating 
loss can not offset future earnings un-1 
less all prior earnings and profits in4 
cluding those accumulated prior to 
March 1, 1913 are eliminated.!® | 


Operating losses 


(6) Earnings and profits of 
| 
| 


predecessor companies 


Accumulated earnings and_ profits 
of the acquired corporation is one 0 
several items that carry over to the 
acquiring corporation under I. R. C. 
381 (c) (2). This is essentially 
codification of the old Sansome rule." 
The Sansome rule has always been) 
relatively simple to apply where 
new corporation simply replaces at 
old one that had a balance of aecumu- 
lated earnings and profits. However: 
the courts found it necessary to modi} 
fy Sansome where distributions wer 
made in connection with the reorgani} 
zation, and also where the predecessor 
companies had negative earnings anc 
profits. In Munter'® the Supreme 
Court ruled that if distributions re: 
lated to the reorganization are taxabl 
as dividends, then earnings and profits 
carried over are reduced accordingly) 
In Phipps it was held that deficits 


o 


a 


1 Regulations 1.3812-6 (b); IT 3253, CB 1939-1 
DemeiGoe 

16R. M. Weyerhauser, 33 BTA 594. 

‘7 Commissioner vy. Sansome (2 Cir. 1932), 60 
2d 931, cert. den. 12-9-32, reversing 22 BTA 1171 

18 Commissioner v. Munter (1947), 331 U. 
210, reversing (CCA-3), 157 F. 2d 132, which ha 
reversed 5 TO 108. 

™ Commissioner v. Phipps (1949), : 
410, reversing (CCA-10), 167 F. 2d 117, whiel 
had affirmed 8 TC 190. 


pf the predecessor companies did not 
barry over. However, Phipps was then 
jnodified in Snider ?° to the effect that 
\leficits of the predecessor company 
sould not offset earnings and profits 
pf the acquiring company at the date 
»f the merger, but could offset earn- 
jngs and profits accumulated after 
that date. In essence, Phipps and 
Snider were codified in the 1954 In- 
jernal Revenue Code at Section 381 
i) (2) (B). 

' Sansome has also been applied in 
pases of divisive reorganizations as 
vell as acquisitions. In these cases 
he earnings and profits of the prede- 
sessor are allocated to the successor 
jJompanies.7? 


7) Miscellaneous items 


Tax exempt income such as state or 
aunicipal bond interest °* or life in- 
furance proceeds paid by reason of 
leath 3) do increase earnings and 
vrofits although not a part of taxable 
acome. 
' Many items of income or expense 
lay receive optional treatments in 
he taxable income calculation. In 
nost cases, once the option is chosen, 
he same treatment also must be used 
or earnings and profits. This is true 
a the depreciation area discussed 
ibove. Apparently this also would be 
srue in the following areas: 
(a) Accrual or cash bases of ac- 
counting 74 
(b) Installment sales 7° 
(c) Bad debts 7° 


2U.S. y. Snider et al, (CCA-1, 1955), 224 F. 
1165. 

® 2. Barnes v. U.S. (1938), 22 F. Supp. 282; 
20 312 (i); Regulations 1.312-10. 

) 2 Regulations 1.312-6. 

1 3 Regulations 1.312-6; Commissioner vy. South 
pxas Lumber Co. (1948), 333 U.S. 496, revers- 
g (CCA-5), 162 F. 2d 866, which had reversed 
TC 669. 

1 * Regulations 1.312-6. 

# 2> Rev. Rul. 54-230, CB 1954-1, p. 114. 

7 26 Benjamin Siegel, 29 BTA 1289. 
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(d) Capitalization of certain ex- 
penses during construction 27 

(e) Organization expenses 

(f) Research and development 
expenses. 


Issuance of capital stock at a pre- 
nium does not create earnings and 
profits. Furthermore, it has been held 
that redemption of stock for less than 
the issue price also does not create 
earnings and profits. Such redemp- 
tion discount is considered additional 
paid-in-eapital.2> This, of course, is 
consistent with general accounting 
treatment of these items. On the other 
hand, some question may arise as to 
premiums paid on the redemption of 
stock. Accounting-wise this charge 
is often (perhaps usually) to earned 
surplus, and perhaps earnings and 
profits should be reduced under 
a broad interpretation of Weyer- 
hauser 7° and Ayer.°° 

““Thus, under the ordinary method of 
accounting, in computing earnings and 
profits there will be deducted, not only 
the .. . ordinary and necessary ex- 
penses, . . . but others which are not, 
under the statute, deductible in com- 
puting taxable net income. In this 
classification may be listed such items 
as extraordinary expenses, charitable 
contributions, taxes paid the Federal 
Government, and taxes assessed against 
local benefits tending to imerease the 
value of the property.’’ 

‘c . . corporations frequently make ex- 
penditures which are not deductible 
from gross income for income-tax pur- 
poses, but which nevertheless reduce 
earnings or profits.’’ 


The Commissioner very hkely would 
argue that earnings and_ profits 
should not be reduced by such pre- 


27Hrnest A. Jackson (1949), 172 F. 2d 605, 
affirming 9 TC 307. 

28 United National Corp. v. Commissioner (1944), 
143 F. 2d 580, reversing 2 TO 111. 

29R,. M. Weyerhauser, 33 BTA 594. 

30 Charles F. Ayer, 12 BTA 287. 
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miums because they not only are not 
deductible in computing taxable in- 
come, but also are usually taxable to 
the shareholders as capital gains and 
not as dividends. However, if these 
premiums do not reduce earnings and 
profits they would have to be con- 
sidered as a return of capital. The Se- 
curities and Exchange Commission’s 
stand on redemption of preferred 
stock seems somewhat more logical. 
The S. E. C. holds that any excess the 
preferred shareholders receive over 
what they paid in is considered to be 
from earned surplus rather than from 
capital contributed by some other 
eroup of shareholders. 


Closely related to the above area of 
premiums and discounts on capital 
stock issued or redeemed is the ex- 
pense of issuing stock. Here again, 
no ease directly on this point was 
found. It has been rather well settled 
that such expenses are not deductible 


in computing taxable income, but 
again relying upon Weyerhauser, 


these might be considered in the ‘‘ex- 
traordinary expense’’ category. It 
seems a strong case could be made 
that earnings and profits should be 
reduced to the extent that these ex- 
penses are properly charged to earned 
surplus on the books. Such a charge 
to earned surplus may be proper for 
(a) expenses of a going concern is- 
suing additional stock, (b) preferred 
stock expenses, or (¢) regulated in- 
dustries where the regulating author- 
ity prescribes such a charge. 


Erection Nor ro BE TAXED 
As A CorPORATION 

The Technical Amendments Act of 
1958 included ‘‘Special Rules Ap- 
plicable to Earnings and Profits of 
Electing Small Business Corpora- 
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tions.’’ 31 As mentioned earlier, this 
section provides, quite logically, that 
the accumulated earnings and profits ! 
of an electing small business corpora- | 
tion shall be reduced by those un- 
distributed profits which the share-| 
holders report as income. However, | 
where the law provides for later non- 
taxable distribution of these profits 
the definition of the ‘‘shareholder’s 
net share of undistributed taxable in-- 
come’’ raises some question concern- 
ing the status of these undistributed 
profits after the corporation term1-} 
nates its election and again is taxed 
as a corporation. His share is defined 
as the total of the undistributed 
profits included in gross income of 
the shareholder ‘‘ for all prior! 
taxable years (excluding any taxable} 
year to which the provisions of this 
section do not apply and all taxable 
years preceding such year)’’?? re 
duced by his share of losses and by 
distributions to him from the undis 
tributed profits on which he has al 
ready paid the tax. (Emphasis sup- 
plied.) This section could be inter+ 
preted that profits undistributed as 
of the date the election is terminated] 
again become basis for taxable divi 
dends. This undoubtedly is just on 
of many earnings and profits ques+4 
tions that will arise from this very 
interesting new law. 


A.I.C.P.A. RECOMMENDATIONS 


In conclusion it seems appropriate 
to mention briefly the recommenda- 
tions in this area submitted to the 
Ways and Means Committee by th 
Committee on Federal Taxation of th 
American Institute of Certified Pub 
he Accountants. The major recom. 
mendation concerned Section 316 (a) 


StIRC 1377 (a). 
TRG 13755) (2))r 
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(12) 3 and was to the effect that divi- 
dends out of current earnings should 
aot be taxable until a prior deficit in 
accumulated earnings and profits has 
been eliminated. This would be a 
significant and very desirable step 
coward bringing tax accounting more 
into agreement with generally ac- 
septed accounting in this area, but 
ould constitute a radical change in 
long established tax policy. 


33 Committee on Federal Taxation, American In- 
titute of Certified Public Accountants, Recom- 


we Code, 1958, page 20. 
i] 


nendations for Amendments to the Internal Reve- 


2) 


Section 312 (j) provides, in essence, 
that distributions paid out of the un- 
used proceeds of a federally guaran- 
teed loan shall be taxable as dividends. 
This is accomplished by increasing 
the earnings and profits by the excess 
of the loan over the adjusted basis of 
the property securing such loan. The 
Institute Committee recommended 
three changes in this section in order 
to (1) close an existing loop hole, (2) 
avoid an unintended doubling up of 
taxable base, and (3) clarify the in- 
tended meaning of the section.** 


7bid. p. 19. 
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and Credit Grantors 


By the Committee on Local Practitioners of the 
Illinois Society of Certified Public Accountants 


| 
the desired relationship with bankers } 


and other credit grantors. These } 
recommendations are as follows: 


Much has been written and said 
about cooperation between certified 
public accountants and credit gran- 


tors. As a result of a great deal of 
effort on the part of both groups, 
much has been done to bring about a 
better understanding of their respec- 
tive areas of responsibility in serving 
the business community. There have 
been substantial accomplishments in 
eeneral areas of understanding, but 
specific matters appear to need fur- 
ther attention. 

Many CPAs in local practice have 
expressed the conviction that rela- 
tions between bankers and the smaller 
accounting firms need special atten- 
tion. The Board of Directors of the 
Ilhnois Society of Certified Public 
Accountants referred this matter to 
the Local Practitioners Committee 
during the Society’s 1957-58 year and 
a sub-committee was appointed to 
study the problem. The following is 
the report of this sub-committee, 


adopted by the Committee as a whole. 


As the result of our study, we be- 
heve that a few simple recommenda- 
tions should be made to local prac- 
titioners which, if followed, would be 
helpful in achieving and maintaining 


1. Review your files to determine} 
which banks or other credit} 
sources your chents use. | 


Decide which of these organiza- 
tions you would hke to work! 
with more closely. 

Be sure you have done a good} 
job of auditing and of reporting} 
your findings. 

Contact loan officers and ask for 

appointments for the purpose of} 
determining what they like to 

see in audit reports submitted 

to them. 

Follow up with subsequent visits! 
until closer personal relation- 

ships have been developed. 


At the beginning of our study, we 
decided that we wanted information 
which would give us a realistic evalu- 
ation of the situation and which 
would suggest methods to promote 
good relations. We turned to the 
bankers themselves for this informa- 
tion. We did not contact credit gran- 
tors other than bankers in our re- 
search since we assumed that their 
thinking is similar to that of bankers.| 


This article has been submitted by the Illinois’ Society’s Committee on Local 


Practitioners of 


which ROBERT (GC. 


SASSETTI is Chairman. The sub 


committee referred to in the article was composed of O. ELDRED GOUGH, 
Chairman, CURTIS CATRON, and WILLIAM G, HILLSMAN, 
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)We believe our recommendations ap- 
Iply equally to relations with them. 
Our entire Local Practitioners Com- 
imittee was asked to attend joint meet- 
jings with personnel of two Chicago 
jloop banks to discuss the problem. In 
Jaddition to these two general meet- 
jings, and with the same purpose in 
jmind, members of the sub-committee 
jmet individually with bankers out- 
side of the loop area. As a result of 
jthese meetings we are convinced that, 
iby and large, all bankers have similar 


fattitudes toward certified public ae- 
countants, their audits, and their 
audit reports. 

' Our discussions with bankers. re- 
ivealed some of the reasons why certi- 
ified public accountants in local prac- 
tice, as a group, are not accepted by 
bankers on the same basis as nationally 
iknown firms. These reasons, together 
ywith certain other information ema- 
nating from the discussions, may be 
idivided into the five general classifi- 
cations discussed in the following 
aragraphs. 


1. Disadvantages of local certified 
public accountants as compared 
with national firms from the 
banker’s standpoint: 

(a) The local CPA is not always 
known to bankers and other 
credit grantors. 

Banks have had or have heard 
of unsatisfactory experiences 
with work of some local prac- 
titioners, and the reputation 
of local practitioners as a 
a group has been damaged. 


(b) 


Comments : 
) The local practitioner becomes 
known as he performs services and 


fbanks. The quality of the finished 
product, the report, will determine to 
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known is good or bad for the future 
of his practice. Many banks maintain 
files on certified public accountants 
who perform audits for their cus- 
tomers. These files contain appraisals 
of the quality of the accountants’ re- 
ports and services. We understand 
that certain banks exchange informa- 
tion concerning accounting firms; a 
bank which receives a report sub- 
mitted by a CPA not known to it may 
contact other banks to determine the 
extent to which it can rely on the 
report. 

Unfortunately, some people who 
qualify as professional accountants in 
some ways may fall short in others; 
we must recognize the problem of sub- 
standard work. We are concerned 
with the fact that many local prac- 
titioners do not take part in the ac- 
tivities of their professional societies 
and thus lose the best means they have 
for continued professional improve- 
ment. We must use every way possi- 
ble to encourage adherence to the high 
standards of the profession. 


2. Banker criticisms of the practices 
of some certified public ac- 
countants: 


(a) There are frequent violations 
of Statement 23, now included 
in the Rules of Professional 
Conduet of the American In- 
stitute of Certified Public Ac- 
ecountants and of the Illinois 
Society of Certified Public Ac- 


countants. 

(b) Indications are that some 
CPAs render reports when 
they are not in fact indepen- 
dent. 

(c) Reporting practices are in- 


adequate at times. (See dis- 
eussion under item 3 for re- 
port practices considered de- 
sirable by bankers. ) 
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Comments : 

After ten years of constant pub- 
licity regarding Statement 23, bankers 
tell us that many reports still are sub- 
mitted without regard for its con- 
tents. There is no reason why all cer- 
tified public accountants should not 
follow Statement 23 in rendering re- 
ports. The requirement, in effect, is 
that any report submitted on the 
stationery of a certified public ac- 
countant should inelude an opinion 
(qualified or unqualified) or a dis- 
claimer of an opinion together with 
the reason for the disclaimer. 

Bankers are concerned also about 
independence. If there is one thing a 
certified public accountant in public 
practice must be, it is independent ; 
if he loses his independence, he has 
lost his value. Perhaps in this respect 
local practitioners may have a bigger 
problem than the larger firms. There 
is quite often a closer personal rela- 
tionship between the local practi- 
tioner and his small client than may 
exist between the national firm and 
its generally larger client. In addi- 
tion, we always face a natural anxiety 
over the possibility of losing a good 
chent if independence conflicts with 
the wishes of the client. If we are to 
continue to grow professionally, how- 
ever, we must maintain our inde- 
pendence, and bankers should have 
no doubt concerning it. 


3. Report practices which bankers 


consider desirable: 


(a) The long-form report is pre- 
ferred over the short-form. In 
addition to comments relating 
to procedures, the long-form 
report better serves the banker 
if it includes the following: 


(1) The age of the receivables 
with comments as to the 


(b) 


(7) 


All reports, long or short- 
form, should contain the fol- 
lowing : 


(1) 


(2) 
(3) 


: 
: 


results of confirmations 
and mention of any con- 
centration of large; 
amounts in a limited num- | 
ber of accounts. | 
The mention of any de-| 
faults on loan payments | 

| 

| 


or covenants. 

The status of income tax 
returns which have not 
been examined, together » 
with comments as to any | 
material change that} 
might result from exami- | 
nation of open years. | 
Certain balance sheet ra-| 
tios. 

A list of bank accounts | 
maintained. 
Information as to iven- 
tory turn-over and com- 
ments on treatment of 
obsolescence. 

Information on invest- 
ments in other companies 
—book value of the 
equity, percentage of 
ownership, earnings, ete. | 
The entire ‘‘ Accountants } 
Opinion’’ — scope, excep- 
tions, and opinon para- 
eraphs —shown on _ one 
page. 


Comparisons of operating 
figures for the current 
period with those of the 
similar period for the 
prior year, including per- 
centages. 

Certain balance sheet ra- 
tios. 
Applheation 
statements. 


of funds 


Comments: 


No one can deny that all of the fore- 
going reporting practices are de- 
sirable. From a practical standpoint, 
however, we must recognize that our 
clients, the banks’ customers, are not 
always willing to submit all of this 
information. 

_ Some of the bankers expressed the 
thought that a qualified condensed 
short-form report has little value. 
One bank representative indicated 
that he felt we lower the standards 
of the profession when we do not in- 
sist on performing enough work to 
enable us to render an unqualified 
opinion. Banks ean, and often do, 
assist us in convincing clients that our 
examinations should be of sufficient 
scope to permit expression of an 
opinion. Obviously much ean be done 
by both bankers and CPAs in this 
area. Some bankers indicated that 
they may charge lower interest rates 
to borrowers who submit long-form, 
unqualified reports prepared by re- 
liable CPA firms, and all bankers look 
with favor on such reports. Our 
clients should be informed of advan- 
tages to be gained by full cooperation 
with their banks. 


4. Practice of banks in recommending 
accountants to their customers: 


(a) When asked by customers for 
recommendations, the banks 
usually submit the names of 
from three to five firms of cer- 
tified public accountants. 


(b) Preference is naturally given 
to CPA firms who are them- 
selves customers of the banks. 
This does not mean, however, 
that all other CPAs are ex- 
eluded. 

(c) Preferential consideration is 
often given to CPAs special- 

izing in certain industries. 
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(d) The banks recommend CPAs 
whose work is familiar to them 
and who may be relied upon 
to do a good job of auditing 
and of reporting their find- 
ings. 

(e) Some bankers are of the opin- 
ion that small businesses may 
be better served by small CPA 
firms, medium sized businesses 
by medium sized CPA firms, 
and so on; this is a considera- 
tion in making recommenda- 
tions. 

(f) Representatives of the banks 
stated that they do not recom- 
mend changes of auditors to 
their customers unless there is 
good reason for doing so. 


5. Specific suggestions made by 


bankers as to ways in which per- 

sonal relationship may be improved 

between local certified public ac- 
countants and bankers: 

(a) Get better acquainted with the 
bankers with whom chents do 
business. 

(b) Suggest that clients go to their 
banks with you to find out 
what the bankers want in re- 
ports. CPAs who suggest such 
meetings are looked upon with 
favor by banks. 

(c) Arrange meetings which would 
be attended by both CPAs and 
bankers for the express pur- 
pose of exchanging ideas on 
improving relationships. 


Comments : 

It was brought out in our meetings 
that bankers are as anxious to know 
us better as we are to know them. 
Without exception, the bankers we 
talked with gave their fullest coopera- 
tion in attempting to develop methods 
to improve our relationships. In view 
of the helpful discussions which we 
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have had, we believe that similar 
meetings on a larger scale should be 
considered. We have information 
that such meetings have been con- 
ducted successfully in other areas. 


CONCLUSION 

We have attempted to outline as 
much of the information obtained as 
possible. If the points discussed ap- 
pear to be of a negative nature, we 
believe that they suggest a need for 
positive action on the part of the local 
practitioner. We believe it is clear 
that all local practitioners who are 
interested in developing better rela- 
tionships with banks and other credit 
grantors must first of all: 


(a) Remain unquestionably inde- 
pendent. 

(b) Follow generally accepted | 

auditing standards in o 


forming all audit assignments. 

(ec) Prepare audit reports tailor- 
made for each assignment and 
follow Statement 23 in every 
case. 


Having complied with the fore-— 
going basic rules of practice, the local | 
practitioner should follow the recom- | 
mendations set forth at the beginning 
of this report to establish a relation- | 
ship with bankers and other credit | 
erantors which will lead to better | 
service for chents and better appreci- | 
ation of the service which can be ren- | 
dered by the local practitioner. 


» Employees’ credit unions represent 
‘a type of savings-finance institution 
jthat is enjoying increased popularity 
gand, in many instances, is achieving 
(notable success in the attainment of 
fits objectives. A credit union is com- 
(posed of members who are all com- 
mon to one employer.' The objectives 
of employees’ credit unions are two- 
Ifold. They serve as a depository of 
fsavings funds collected primarily by 
smeans of payroll deductions made 
tthrough an employer’s payroll. These 
deposits are referred to as the mem- 
Hers’ ‘‘share accounts’”’ and are similar 
to savings and loan associations’ 
sshares in the sense that the members 
sshare in the ownership of the institu- 
(tion through their deposits. Equal in 
jimportance is the service these insti- 
jtutions provide in supplying small 
floans to their members. The employer 
often gains substantial benefits from 
fa credit union because of the effect on 
this employees’ morale of the oppor- 
jtunity to save with the relatively high 
Irates of return on these savings that 
ja credit union can usually offer. A 
orollary benefit results from the em- 


\ 1 Although credit unions may be formed by any 
Srroup of people with a common interest, this 
Jirticle will deal with those institutions based on 
im group common to one employer which constitute 
he majority of present day credit unions. 


Company. 


AUDITS OF EMPLOYEES’ 
CREDIT UNIONS 


By Peter H. BurcHEer 


ployees’ opportunity to borrow for 
worthwhile purposes at interest costs 
comparable to the lowest rates obtain- 
able elsewhere. 


ORGANIZATION 


There is a close relationship between 
the employer and the credit union due 
to the fact that all the members are 
common to the one employer and that 
the employer renders certain services 
to the credit union. For this reason, 
any difficulty encountered by the 
credit union is often regarded by the 
employees as the employer’s responsi- 
bility. Therefore, the employer has 
both a moral and financial responsi- 
bility to the members of the credit 
union. 

A credit union is different from 
thrift plans or  savings-stock pur- 
chase plans in that it is a self-govern- 
ing entity apart from the employer’s 
organization. The employer  con- 
tributes to the credit union to the ex- 
tent that quarters may be provided 
rent-free or employees directed to 
work for the eredit union for which 
no charge is made by the employer. 
The employer provides quasi-finan- 
cial resources by making payroll de- 
ductions and remitting these funds to 
the credit union. 


PETER H. BURGHER obtained his MBA from Columbia University after 
attending Williams College and the University of California. He is pres- 
ently a member of the staff in the New York office of Arthur Young & 


At an annual meeting the members 
elect a board of directors who, in turn, 
appoint officers responsible for the 
management of the credit union. A 
supervisory committee and a credit 
committee are also elected by the 
members annually. The treasurer 
generally administers the credit 
union’s affairs and supervises the 
operating personnel. The supervisory 
committee is responsible for the direct 
supervision of the operations as per- 
formed by the treasurer and other 
employees as well as performing 
audits as required under the banking 
laws. The supervisory committee pro- 
vides a method whereby the members’ 
interests are continually protected. 
The credit committee reviews and 
passes upon loan requests submitted 
to the credit union. 


REGULATION 

Credit unions may be organized 
and granted charters under either 
Federal or State laws. The laws re- 
ferred to are generally similar in con- 
tent and, under both Federal and 
State supervision, audits are required 
at regular intervals. Furthermore, 
credit unions are subject to examina- 
tion by examiners under the direction 
of the governmental bureau or de- 
partment whose responsibility it is to 
supervise the particular institution. 

It is generally recognized that 
audits by independent public ae- 
countants are not designed to detect 
or prevent (specifically) any defalea- 
tions or frauds of immaterial amount.2 
Similarly, an examination by Federal 
or State bank examiners is not de- 
signed to disclose fraud. This is forei- 
bly brought out in a recent Maryland 
case where substantial defalcations 
had been achieved over the course of 


2 General reference—Levy, 
Responsibility, p. 13. 


Accountants’ 
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Legal 


| 
| 
| 
i 
| 


several years and the Credit Union| 
sought, unsuccessfully, to hold the; 
Federal bank examiners responsible.?’ 
Such examinations as may be made at 
the discretion of the responsible Fed- 
eral or State officials are designed to} 
supply the officials with information 
necessary for them to exercise prop- 
erly their regulatory functions. The 
detection of fraud and the verification} 
of accounts are not the primary fune-, 
tions of such examinations.* 

The outside auditors of a credit 
union, as stated in the procedures 
listed below, should determine that 
the recommendations of the exami-+ 
ners are being followed. The pring 
pal features of examiners’ reports 
usually deal with specific infractions} 
of law or approved procedure, andi 
differences found in relating the vari 
ous subsidiary ledgers and accounts 
to the general ledger. Little outside 
verification is made by examiners for 
regulatory agencies. The independen 
public accountants should, therefore, 
place rehance upon the examination 
made by Federal or State examiners 
only to the extent their examinatior 
is explained above and the procedure 
followed may be specified in thei 
reports. 


Auptr PROCEDURES 


The audit of a credit union involve: 
the usual concepts of tests of opera 
tions, income and expenses, and th 
verification of balance sheet accounts 
In addition, due to the fact that eredi 
unions are supervised by regulator 
authorities and are governed by bank 
ing laws, there are certain audit pro 


8 Social Security Administration Baltimore Fed 
eval Credit Union, and Liberty Mutual Insurane 
Company y. United States of America, U.S. Dis? 
trict Court for the District of Maryland, Civil No 
7191. 

*Tbid, also The Development of Bank Supervt 
sion in The United States, 1949, Federal Deposit 
Insurance Corp., p. 48. 


cedures that are specifically required 
ito meet these laws. Certain specific 
requirements under New York law 
jwill be mentioned in the procedures 
slisted below. It may be assumed that 
ithese are reasonably typical of the re- 
quirements in other states. It should 
be noted that New York law requires 
jannual audits to be performed by the 
supervisory committee,® but for pur- 
(poses of discussion it will be assumed 
that independent public accountants 
are making the audit for the commit- 
tee as is allowed with permission of 
The State Banking Department. 

A review of internal control should 
be an integral part of the audit pro- 
szram. Any deficiencies in internal 
control should be noted and audit 
procedures expanded accordingly. 
Recommendations on internal control 
should be made to the supervisory 
committee and should be followed 
through to make sure that the defects 
are remedied. In this connection, 
periodic vacations for credit union 
personnel are a matter of necessity. 
wThe auditor should satisfy himself 
Bthat vacations have actually been 
aken by all officials and employees 
nd that they have been of sufficient 
fength. The purpose of this procedure 
ts to expose each employee’s work to 
finother person and prevent continual 
Dersonal control over any funds or 
Aecounts. This interruption will help 
orevent defaleations. 

1 The following are suggested specific 
Srocedures that may be adapted to 
he particular credit union under 
Hhudit : 

+1. Confirm individual members’ loan 
accounts and members’ deposits or 
‘*share accounts’’ and tie totals to 
the general ledger. 

)2. Confirm all other accounts receiv- 


4 >New York State Banking Law, Art. XI Sec. 
B71, 2, d. 
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10. 
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able of material amount, and ana- 
lyze accounts. 

Confirm with borrowers all securi- 
ties held as collateral. Count all 
such securities on hand. 

Confirm all bank balances and re- 
concile the amounts reported by 
the banks to the balances shown 
on the books. 

List all securities owned by the 
eredit union and support changes 
in holdings by examination of 
brokers’ advices, ete. Confirm se- 
curities held by others and count 
all securities on hand. See that 
all securities owned fall within 
those permitted by law. The bank- 
ing laws require that credit union 
investments conform generally to 
those securities permitted as in- 
vestments for savings banks.® 
Analyze prepaid expenses and 
support the amounts recorded by 
means of examination of original 
papers, invoices, etc., and make 
sure that their amortization or 
write-off is correctly computed. 
Prepare a schedule of fixed assets, 
and their changes. Support, by 
appropriate tests, the costs of ad- 
ditions, and the correctness of 
amounts of retirements. 
Analyze accumulated deprecia- 
tion, determine that the provision 
for the period under audit is cor- 
rectly computed. 

Analyze accounts payable and 
make a search for material unre- 
corded liabilities. 

Analyze expense accounts and ex- 
amine supporting papers and doc- 
uments for material items. 
Count petty cash and funds on 
hand on a surprise basis; tie bal- 
ances to the general ledger and 
trace transactions in petty cash 
not cleared out as of the count to 


6 [bid Sec. 456 and Sec. 453. 


12. 


13. 


14. 


15. 
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subsequent entry to the appro- 
priate accounts. Determine that 
funds awaiting deposit are de- 
posited promptly. 

Review employees’ loan accounts 
to see that they are current, that 
deductions or payments are in 
proper amount as evidenced by 
the notes made by the borrowers, 
and that the balances agree with 
the amounts included in the gen- 
eral ledger totals. It is also appro- 
priate to refer to the employers’ 
payroll records on a test basis to 
ensure that the persons to whom 
loans are granted are bona-fide 
employees and members of the 
eredit union. 

Independently obtain the details 
of payroll deductions submitted 
by the employer and by means of 
tests determine that deductions 
are made in the proper amount 
and are correctly reflected in the 
respective loan or ‘‘share’’ ac- 
counts. Check that the total of 
such deductions agrees with the 
amounts recorded in the control 
accounts. 

Test cash disbursements to ascer- 
tain that disbursements are sup- 
ported by properly completed, 
signed, and approved loan appli- 
cations and notes, share with- 
drawal requests, or expense 
vouchers, and that the transae- 
tions are properly reflected in the 
individual employees’ accounts or 
other appropriate accounts. Trace 
the total amounts of such trans- 
actions to the respective control 
account postings. 

Analyze the required ‘‘reserve’’ 
for bad debts and see that the bal- 
ance 1S in accordance with the 
Law which requires given provi- 
sions to be made for loans in var- 
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16. 


20. 


“Ibid Sec. 458. 
STbid Sec. 459. 


ious categories of age past due." 
Support receipt of cash on re-| 
coveries of debts previously writ-; 
ten off and trace delinquent loans 
to a record of delinquent accounts 
upon which the ‘‘reserve’’ is 
based. Determine that adequate 
attention is given to the collection 
of past due loans. 
Verify that the income earned! 
from securities Investments, say-- 
ings deposits, and other non-loan} 
sources is properly recognized by 
means of independent calculations 
and reference to published divi-| 
dend records, ete. H 
Trace the interest on loans granted] 
during the period to interest in- 
come and unearned interest, if 
any, paying special attention to 
the consistent application of prin- 
ciples of amortization of unearned! 
interest if the institution grant 
loans on a discount basis. Deter- 
mine that interest is properly 
charged on new and refinanced! 
loans as regards individual bor+ 
rowers’ accounts. 
Test the computation of dividends 
paid or payable on share balances 
and determine that dividends are! 
correctly posted to individual em- 
ployees’ accounts and are in ac} 
cordance with the law which set 
up limitations to dividends based} 
on earnings and undistributed 
earnings.® 

Analyze undistributed earnings. 
(i.e., earned surplus). 

Analyze surplus (i.e., reserve fo 
contingencies) and ascertain that 
changes are in accordance with the 
law in that, among other things# 
at least 20% of earnings ard 
credited to surplus, until certai 
conditions are met, all entrane 


fees, fines and transfer fees re- 
maining after organization ex- 
penses are credited to surplus, any 
recoveries of sums _ previously 
charged to it are credited to 
surplus.? 

21. Establish that no individual share 
accounts and no individual loan 
accounts of a net loan in excess 
of share balances exceed amounts 
specified by law for credit unions 
with various amounts of capital.!” 

2. Determine the date of the latest 

examination made by the State 

Banking Department and see that 

all recommendations made in the 

report on that examination have 
been given effect to by the credit 
union. 

Make extracts of minutes of meet- 

ings of the board of directors, 

supervisory committee and credit 
committees (if any). 

4. Prepare a report to the supervi- 
sory committee supplying infor- 
mation necessary for them to com- 
plete a required questionnaire on 
the examination for the State 
Banking Department. Answers 
to the questions will be furnished 
through the above procedures. 


co 


An element of surprise should be 
fntroduced into the audit program 
Svherever possible. The application 
Will vary according to the particular 
Hituation. Areas in which surprise may 
fe used include petty cash and secu- 
ities counts, confirmations, and pay- 
foll tests. 

The auditor must be careful to ex- 
reise his responsibility to the mem- 
®ers of the credit union as well as 
o the supervisory committee to whom 
is report is addressed. In view of 
‘he special relationship which exists 


®Tbid Sec. 457. 
10 Tbid Sec. 454 (various subsections). 
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between the employer and the credit 
union, all transactions between the 
employer and the credit union should 
be carefully observed. Furthermore, 
the credit policies exercised by the 
responsible officials of the eredit union 
should be reviewed in general and in 
their application as is developed dur- 
ine the audit. The employer should 
be encouraged to take an active inter- 
est in the credit union in securing 
capable management and _ ensuring 
that the responsible officials properly 
discharge their duties. 


CONFIRMATIONS 

There is some variation in the re- 
quired extent and type of confirma- 
tions that should be obtained on mem- 
bers’ loan and share accounts. It is 
preferred by certain authorities to 
have positive type confirmation re- 
quests used. The extent of such con- 
firmation contemplates that at least 
100% of the members be so circulated 
during the course of one year. How- 
ever, in one case, the state authorities 
have consented to negative type re- 
quests being sent for 14 of the mem- 
bers’ accounts at the end of each of 
three quarters and 100% at the end 
of the other quarter in one year. This 
results in 200% circularization on a 
negative basis during any particular 
year. The quarter in which 100% is 
requested is varied from year to year. 

A method used for smaller credit 
unions is to relate members’ passbooks 
to their ledger cards or accounts on 
a random basis in lieu of mailing con- 
firmation requests. This can be done 
by stationing an auditor at the collec- 
tions window of the eredit union for 
a period of several days so that he can 
examine the passbooks presented by 
the members or by examining pass- 
books in connection with a payroll 
payoff. This has the advantage of 


Oo 


( 


tracing from an independent outside 
source to the books of record whereas 
mailing of confirmation requests based 
on ledger cards can only include those 
members for whom ledger cards or 
records are available to the auditor. 


SUMMARY 


From the foregoing it can be con- 
cluded that the audit of a credit union 
is similar to the audit of a small loan 
company with the major difference 
being the additional procedures re- 
quired to determine the correctness 
of the balances on deposit as shares 
of the members. The specific tech- 
niques required to accomplish the pro- 
cedures outlined above will vary ac- 
cording to the accounting system 
maintained by the eredit union. Ma- 
chine accounting systems are particu- 
larly applicable to credit unions’ use 
(especially where the payrolls of the 
employers are similarly prepared) due 
to the many small transactions and ac- 
counts involved and the homogeneity 
of the items encountered. Savings in 
audit time can be accomplished by 
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intelligent adoption of certain tech- 
niques available through the control 
over this type of accounting that an 
auditor can exercise. For example, 
confirmation requests can be prepared 
under the control of the auditor on 
punched card equipment in a fraction 
of the time required for manual prep- 
aration. A number of the larger credit 
unions are well advanced in machine | 
accounting techniques. 

In conclusion, it should be noted | 
that, due to the rapid growth of many | 
credit unions from relatively humble § 
beginnings to institutions of substan-| 
tial means, outmoded procedures and} 
insufficient or inadequate personnel | 
are frequently encountered. Compa-} 
nies which have credit unions are well } 
advised to make certain that adequate 
audits are regularly made. The inde- 
pendent public accountant is in an 
excellent position to perform the nee- 
essary audits and make such reviews 
and recommendations as may be essen- 
tial to the healthy growth and main- 
tenance of an employees’ credit union. 


INVENTORY 


b 
CALENDAR—FISCAL—PROBATE 
COURT-SALES—FIRE 


Now available in 13 Midwestern States. We are an independent 
inventory service—using only trained inventory personnel, specializ- 
ing in the retail business field. 


Over 2100 satisfied accounts and in all probability, we may be servic- 
ing one or more of your accounts at the present time. 


We are not an accounting or calculating service, our service is limited 
to the taking of a physical inventory, itemized or non-itemized depend- 
ing on the circumstances for which it is needed. 


Guaranteed Accuracy—the following is a list of the various accounts 
we are now servicing. 


Drug Stores Clothing—all types 
Hospitals Shoe 

Photographie Hardware 

Grocery Supermarts Liquor 

Stationery Cigar 

Variety & Novelty Appliance 


For further information phone or write. 


Inventory Is Our Business 


MANGINI & ASSOCIATES, INC. 


Over 20 Years of Inventory Service 


800 W. NORTH AVENUE MOHAWK 4-4720 CHICAGO 22, ILLINOIS 


We Push | 
Buttons 


to Help Four out of five companies like 
Your Clients those you serve have at least one | 
. clerical operation that can be | 
Cut Clerical handled most economically by 

t today’s push-button methods. 

Cos 3 STATISTICAL provides a serv- 
ice through which any com- 
pany — large or small — can 
make use of the latest punched- 
card tabulating techniques, without 
investing in additional manpower and 
equipment. 

On the other hand, where your cli- 
ents have tabulating departments, 
STATISTICAL can help them cut costs, 
too, in handling their overloads, con- 
versions or special assignments. 

No matter which of these services is 
called for, our methods engineers will 
be glad to work with you in giving 
your clients the benefits of push-button 
techniques. 


Just write or phone | 
HArrison 7-4500 | 


STATISTICAL 


TABULATING CORPORATION | 


Established 1933 - Michael R. Notaro, President 


TABULATING + CALCULATING + TYPING | 
TEMPORARY OFFICE PERSONNEL | 


53 W. Jackson Blvd., Chicago 4, IIl. 
Telephone HArrison 7-4500 


Chicago * New York © St. Louis * Cleveland * Newark ¢ Kansas City 
Los Angeles ¢ Milwaukee ¢ San Francisco 


